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PREFACE 

"Dollar Diplomacy" was adopted as a title for this volume 
because it seemed to include, more completely than any other 
short phrase, the growth of United States economic interests 
abroad, and the diplomatic and military support accorded them 
by the Federal Government. No thorough study has been 
made of United States extra-territorial economic interests. 
United States state papers, with minor exceptions, have not 
been published since about 1915. Consequently, "Dollar Di- 
plomacy" is not a History of American Imperialism, but a 
description of certain type cases in which United States eco- 
nomic and diplomatic interests have come into collision with 
the economic and political interests of certain "undeveloped" 
countries. These cases were picked, first, because they rep- 
resented distinct phases in imperial development, and second, 
because sufficient first-hand material was available to make 
possible a reasonably competent study. The History of Amer- 
ican Imperialism is still to be written. 

The book has two chief purposes : first, to indicate how far 
the United States is following an imperial policy, and second, to 
suggest some of the outstanding characteristics of United States 
foreign policy. 

The authors do not claim originality either for the ideas or 
for the material collected in this volume, but so far as they are 

'< aware, these data have not been assembled elsewhere in this 

^ form, and with this general purpose in mind. Where first- 

hand sources were available, they have been used. Acknowl- 
s edgment is made for data taken from secondary sources. Com- 

^ plete references covering practically all footnotes appear in a 

bibliography at the end of the volume. 

v^ Scattered through the text are a number of maps and charts. 
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intended to summarize certain aspects of the problem which 
lend themselves to that form of treatment. A few of the less 
easily accessible documents are printed in the appendix. 

Acknowledgments are due to a number of men and women 
who have assisted generously in the preparation of this volume. 
Melchior Guzman and Adrian Richt secured and translated 
many of the Latin-American documents, and Adrian Richt pre- 
pared much of the material on Cuba. Robert W. Dunn per- 
mitted the authors to use statistical information which will 
shortly appear over his name in book form. The manuscript 
was read, in whole or in part, by Professors Edwin M. 
Borchard, Charles A. Beard, Harry Elmer Barnes, Raymond 
L. Buell, Edward Mead Earle, and Thomas S. Adams, and by 
Lewis Gannett and James Weldon Johnson. Without com- 
mitting themselves to the interpretation, emphasis and conclu- 
sions presented in the manuscript, all of them made helpful 
suggestions. 

The authors wish to thank Miss Ann Coles, who prepared 
the maps and charts, Miss Ruth Stout, who typed the manu- 
script in its final form, verified the references and read the 
proof, and Miss Natalie Brown, who prepared the manuscript 
for the publisher. Miss Marion M. Shields and her staff did an 
immense amount of typing on the manuscript in its preliminary 
stages. 

A special word of appreciation is due the Economics Divi- 
sion of the New York Public Library. All of the members of 
the Economics Staff have been courteous, patient and extremely 
efficient in locating material and in verifying the wide range 
of data which appear in the following pages. 

The Authors. 
New York City, June lo, 1925. 
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INTRODUCTION: RECENT IMPERIAL EXPERIENCE 

One by one the principal nations of Europe emerged from 
Feudalism, passed through the commercial and the industrial 
revolutions, and entered the stage of financial imperialism. 
In the course of this transformation the centre of economic 
power shifted first from landlords to traders and manufacturers, 
and later to bankers.^ During this process, Western Europe 
evolved an economic system under which the road to income 
and power lay through the control of various forms of indus- 
trial wealth: resources, tools, machinery, banks, stores — ^the 
"jobs" upon which the masses of men depended for a living. 

The owners of the new wealth, or "capital" as it was called 
to distinguish it from the "land" that made up the bulk of 
property in an agricultural society, became, through their own- 
ership of industrial capital, the masters of the very large eco- 
nomic surpluses arising out of machine production. Upon 
their shoulders rested the responsibility for investing these 
surpluses within the home market or of exporting them into 
some undeveloped, foreign territory. 

The masters of investment were not wholly free to make this 
decision. Economic necessity dictates that every modern in- 
dustrial society must develop foreign markets for its surplus 
products ; must control sources of food, fuel, minerals, timber, 
and other raw materials ; must secure business opportunities for 
the investment of surplus capital. European capitalists were 
therefore compelled to seek markets,- raw materials, and in- 
vestment opportunities, many of which lay in the Americas, 
Africa, Asia, and Australia, where the business opening, or the 
return on invested capital, yielded the greatest net advantage. 

iHilferding, "Finanzkapital." Hobson, "Evolution of Modern Capi. 
talism." Veblen, "The Engineers and the Price System." 

:siii 
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At these points of maximum return, goods were sold and capital 
was placed. 

By 1 914 economic interest had compelled the chief business 
groups of Europe to establish large foreign holdings in one or 
more of the undeveloped continents — Africa, Asia, Australia, 
the Americas.^ Proceeding upon the dictum that "the flag 
follows the investor,'* each one of these industrial nations or- 
ganized a military and a naval machine large enough to protect 
the foreign interests of its traders and investors. Between 
1870 and the beginning of the World War, the building of this 
military machine constituted the largest single charge on the 
budget of each of the principal European nations. After its 
establishment, the military machine was used, first, to play a 
more or less active role in the internal life of those countries 
in which the owners of the military machine held important 
economic interests; and second, to defend the property of the 
investors against a possible attack from any rivals who might be 
inclined to interfere with their holdings. 

The role which the investing country played in the life of 
the undeveloped territory varied all the way from minor polit- 
ical intrigue to the establishment of sovereignty. The most 
successful of the industrial countries (Britain) secured an em- 
pire "on which the sun never sets," including some of. the 
choicest garden spots of the earth. Lillian C. Knowles ^ has 
recently made a study in which this imperial process is care- 
fully described. 

Economic expansion and the development of financial im- 
perialism were not confined to Europe. Following the open- 
ing of Japan to western influence, the same processes were 
repeated there. A feudal and agricultural society was con- 
verted through the industrial revolution into a commercial and 
manufacturing community with a growing economic surplus, 
an increasing population, a capitalist or investing class, and a 
corresponding broadening of imperial interests.^ 

1 Hobson, *'Export of Capital." Hobson, "Imperialism." 

2 Knowles, "Economic Development of the British Overseas Empire." 
^Viallate, "Economic Imperialism," p. '^2^, 
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This process of discovering foreign markets, of establish- 
ing permanent foreign economic interests and of exercising 
political pressure upon the regions in which the economic in- 
terests exist, has found its chief expression in Europe, yet it 
is not peculiar to any nation, but corresponds to a certain stage 
in the development of economic surplus. J. A. Hobson ^ notes 
that imperialism "implies the use of the machinery of govern- 
ment by private interests, mainly capitalist, to secure for them 
economic gains outside their country." W. S. Culbertson ^ 
describes imperialism as **an over-seas economic expression of 
western civilization." The first of these definitions interprets 
imperialism as a business venture ; the second presents it as an 
inevitable phase of capitalism. Historically it would be correct 
to say that imperialism signifies the rise of the trading class to 
power. Looked at from this angle,^ imperialism becomes a 
phase through which society passes at a certain stage in its 
economic development.* 

The United States, like Japan and the countries of Europe, 
has been passing through those economic stages which followed 
the commercial and industrial revolutions; like the nations of 
Europe, it has established a system which places surplus wealth 
in the hands of a small, private investing class; like them, it 
has been engaged in multiplying capital at home. To what 
extent has it followed their example in seeking foreign markets, 
in exporting capital, and in opening new fields for American 
enterprise on foreign shores? The answer is to be found in 
the recent economic and diplomatic history of the United 
States. 

^ Hobson, "Imperialism," p. loo. 

2 "Annals," v. 112, p. 124. 

sWissler, "Man and Culture," p. 347. 

4 Lenin, "Imperialism, the Final Stage of Capitalism." 
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I 

AMERICAN ECONOMIC EXPANSION 

I. Five Generations of Expansion 

American economic interests have been steadily expanding 
since the middle of the eighteenth century, when the thin line 
of settlers, scattered along the Atlantic seaboard, penetrated the 
hinterland and pushed across the Allegheny mountains. First, 
there was the settling of the Northwest territory, then the 
movement into the Southwest. The third period, ending with 
the nineties of the last century, saw the tide of men and capital 
flow across the plains and beyond the Rockies and the Sierras 
to the Pacific. Then, with the opening years of the new cen- 
tury, there began the fourth period of expansion — ^the move- 
ment of American business enterprise into regions over which 
the flag •of the United States did not fly. This last period is 
ordinarily referred to as the period of economic imperialism. 

Before 1900 there were American traders in foreign coun- 
tries, and American prospectors and industrialists had pene- 
trated Mexico, Cuba, Hawaii, Canada, and other neighbouring 
territory. No considerable amount of capital had been 
exported, however, as the domestic demand for capital more 
than covered the available amount of the investment surplus. 

Throughout the half century that has elapsed since the 
organization of the Standard Oil Co. (1870), the economic 
life of the United States has been expanding with extreme 
rapidity. The movement of the country from an undeveloped, 
agricultural, debtor nation, exporting raw materials and borrow- 
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ing capital for improvements, to a developed, manufacturing, 
creditor nation, exporting manufactured goods and capital and 
importing raw materials, was hastened by the war. The move- 
ment was in full swing, however, before the war began, and 
war or no war, it must have continued because of the strategic 
economic position held by the United States. 

2. The Economic Position of the United States 

The strong economic position of the United States is due 
to its abundant resources and raw materials; its extensive 
machinery and capital equipment; its well organized labour 
force, and the resulting productive efficiency. These three 
elements have provided an immense volume of wealth, of 
income and of investible surplus that have made possible its 
rapid advance to a position of world economic power. 

The natural economic position of the United States is very 
strong : a vast land area of three millions of square miles, 
compactly grouped around a central river valley of great 
fertility; wide variations of climate; numerous and excellent 
harbours; a network of rivers; timber in abundance; large 
supplies of the important fuels and metals. 

The second important item in the economic position of 
the United States is the mechanical equipment with which 
production is carried on. During the years that preceded the 
Spanish-American War, while the United States was still short 
of capital, it was able to borrow largely from Europe. Then, 
in the later years, when so much of the surplus of European 
countries was going into military and naval preparations, the 
relative isolation of the United States made it possible for 
that country to devote practically the entire surplus to the 
building of machinery and equipment. 

It is very difficult to put the resulting economic advantage 
into terms of farm animals, agricultural machinery, blast 
furnaces, cotton spindles and the like. While the United States 
contains but seven per cent of the world's land and six per 
cent of the world's population, it reports a third of the rail- 
road mileage, a fourth of the telegraph mileage^ a sixth of the 
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world's postoffices, and four-fifths of the world's automobiles. 
The figures for volume of manufacturing capital and equipment 
do not exist in any complete form. The value of manufactur- 
ing capital, however, was 1.7 billions in 1870; 9.8 billions in 
1900; 18.4 billions in 1910 and 44.5 billions in 1920.^ 

Human drive is the force that makes the social machinery 
move, and skilled human drive is the determining element in 
economic efficiency. There are about forty-five millions of 
gainfully employed persons in the United States, beside about 
twenty-one millions of housewives and housekeepers who do 
not work for gain. Among the forty-five millions, two- 
sevenths are engaged in agriculture, three-sevenths in man- 
ufacturing industry, and the remainder are scattered between 
trade, transport, mining, domestic service, and the professions. 
Here is a great body of trained men and women, augmented, 
during a century, by a constant influx of adults from Europe. 

Europe contributed large amounts of capital to the United 
States. Interest was paid on the loans, and ultimately the 
principal was returned. Europe, between 1830 and 1920, has 
furnished about thirty millions of immigrants to the United 
States for which the United States paid nothing. These human 
contributions have been particularly plentiful in recent years. 
Between 1870 and 1900, 10.7 millions of immigrants came to 
the United States from Europe. Between 1900 and 1920, 
12.5 millions arrived. These immigrants, mostly adults, were 
raised and trained at European expense, and then, in the 
prime of life, they came to the United States and spent their 
energies in building American industry. 

The combination of abundant resources, large capital equip- 
ment and a highly organized labour force has resulted in a 
phenomenal growth of American productivity. By the time 
of the Spanish American War (1898) the American industries 
had been put on an effective basis. During the next fifteen 
years, while the population of the country increased 30 per 
cent : * 

1 U. S. "Statistical Abstract," 1923. 
2 Idem. 
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Wheat production increased 70 per cent 

Corn production increased 2.J 

Cotton production increased 58 

Coal production increased 90 

Petroleum production increased 317 

Pig iron production increased 69 

Steel production increased 131 

Copper production increased 89 

Cement production increased 406 

These gains, supplemented by those made during the period 
of the war, have put the United States in a position where it 
produces a quarter of the world's supply of wheat, half of 
the world's supply of iron and coal, three-fifths of the world's 
supply of aluminum, copper and cotton, two-thirds of the 
world's supply of oil, three-quarters of the world's supply of 
corn, and nine-tenths of the world's supply of automobiles. 

3. Wealth, Income and Surplus 

Census estimates ^ place the wealth of the United States for 
1922 at 322 billions of dollars. Of this amount, $176 billion 
are in the form of real property and improvements; $19.9 
billion in railroads and their equipment; $15.8 billion in man- 
ufacturing machinery, tools and implements; $15.4 billion in 
street railways and other public utilities, and $36 billion in 
products and merchandise. Clothing, personal adornments, 
furniture, private automobiles, and the like totalled only $40 
bilHon, or less than an eighth of the whole. 

Comparisons with other countries are difficult owing to the 
chaotic state of Europe. Harvey E. Fisk has attempted to 
meet this difficulty by reducing the post-war wealth estimates 
to a common denominator of 191 3 dollar values. On this basis 
his post-war wealth figures are : ^ 

Great Britain $70,000 million 

France 57,900 

Germany 55>ooo 

Russia 45,000 

Italy 21,250 
1 U. S. Census Bur., "Estimated National Wealth," 1924. 

2Ingalls, "Wealth and Income," 2nd ed., p. 350. Fisk, "Inter-Ally 
Debts," p. 263^ 
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Japan $15,000 million 

Austria-Hungary 14,000 

Belgium 5,ooo 

United States 230,000 

O. P. Austin, statistician for the National City Bank of 
New York, has made an estimate as follows : 

Estimated National Wealth 
(in billions of dollars) 

1922 1912 



United States 


320.8 


186.3 


United Kingdom 


88.8 


79.3 


France 


677 


57.1 


Germany 


35.7 


77.8 


Italy 


25.9 


23.0 


Russia 




56.1 


Canada 


22.1 


10,9 


India 


21.9 




China 


19.1 




Argentina 


13.2 


1 1.7 


Brazil 


13.0 




Australia 


9.7 


6.1 



The total wealth of the United States has been increasing 
with great rapidity. In 1850 it was placed at $7 billion; in 
1870 at $30 billion; at $88 billion in 1900, and at $322 billion 
in 1922.^ There has been a correspondiiig increase in the in- 
come of the United States, from $314 billion in 1910; $36 
billion in 1915; to ^^2 billion in 1920 and $59 billion in 1922.^ 
Just what amount of this income appears in the form of a 
surplus that is available for use in enterprises outside of the 
United States it is impossible to say. Ingalls attempts an 
answer by estimating the "savings that are made each year 
out of the national income/' * 



Total Income 
1912 $33 billion 


Savings 
$ 5 billion 


1914 33 
1916 45 
1918 61 


5 
14 
22 


1920 72 


II 


1922 59 


5 


1 National City Bank, "Economic Conditions," 
2U. S. "Statistical Abstract." 


Dec. 1924, p. 203. 


» Ingalls, supra, p. 203. 
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These wealth and income figures are little more than esti- 
mates, but they give some idea of the surplus wealth possibilities 
of the United States, particularly in comparison with the 
wealth and income of the principal countries of Europe. 

The stage of surplus wealth production which has now been 
reached by the United States places that country automatically 
in the category of the great financial empires. This point is 
well stated by W. S. Culbertson, in his analysis *of the three 
chief stages in the recent economic development of the western 
world : the first is the period of territorial conquest ; the second 
is the period of developing productive efficiency; the third is 
"the growth of a modern type of economic imperialism. The 
roots of this development are found in the nature of capital- 
ism itself. The capitalist organization of machine production 
tends to produce more goods than can be sold at a profit. Capital 
also tends to accumulate rapidly. In other words, consumption 
both of goods and of capital tends to lag behind production. 
The capitalist class, therefore, which is in control of modern 
business, is constantly seeking new markets in which to dispose 
of goods and new opportunities for the investment of surplus 
capital." ^ 

Since the United States has reached the stage of financial 
imperialism, there are three directions in which its foreign 
economic policy will normally develop : 

1. The search for resources and supplies of raw materials 
upon which home industry depends for its survival. 

2. The search for markets which will absorb surplus prod- 
ucts. 

3. The search for outside (extra-territorial) business op- 
portunities. This last is sometimes described as the search 
for investment. It is more than that. It is a search for new 
fields in which business enterprise — trade, manufacturing, 
mining, lumbering, etc., may be carried on. 

These three lines of expansion are now being followed by 
American business enterprise. Behind this enterprise are the 
immense funds of wealth and surplus that give it driving power, 

1 "Annals," v. 112, p. 5. 
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4. Importing Raw Material and Food 

All industrial nations are compelled to import some of the 
raw materials out of which industrial products are made, and 
some of the food upon which the industrial population depends 
for its maintenance. The United States is no exception to 
this general rule. 

There are two groups of raw materials which are bought 
outside the United States. First, those which the United States 
does not produce at all, such as rubber; sisal jute and raw silk; 
cocoanut oil (largely produced in the Philippines). Second, 
those raw materials which are found in the United States but 
in such small quantity or in such crude form that it is cheaper 
to buy the commodity abroad. In this second class are paper- 
pulp, petroleum, iron ore, tin, nickel, platinum, antimony, 
asbestos, lead bullion, nitrate. Wool, skins and hides are also 
largely- imported because of the shortage of the domestic supply. 

Although the United States produces a volume of food 
sufficient to maintain the population, there are certain food 
products that are imported in very large quantities. Among 
them are meat, fish, cheese, coffee, olive-oil, cocoa, sugar, 
bananas, lemons, dates and figs. 

Since the middle of the last century the United States imports 
have passed through a significant development. In 1850 "crude 
materials for use in manufacturing" made up only 6.8 per 
cent of the total imports, while "food stuffs partly and wholly 
manufactured" made up 12.4 per cent; "manufactures for 
further use in manufacturing" comprised 15.1 per cent and 
"manufactures ready for consumption" made up 54.9 per cent 
of the whole. Against about seven per cent of raw products, 
the United States was importing over 82 per cent of man- 
ufactures or semi-manufactures. 

ifey 191 o, this situation was materially altered. Imports of 
"crude materials for use in manufacturing" were 36.4 per 
cent; "manufactures ready for consumption" had fallen to 
23.6 per cent, while the other items held about the same pro- 
portions. During this period, therefore, the United States 
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purchases from abroad were shifting from manufactured prod- 
ucts to raw materials.^ 

The value of crude materials imported increased between 
1850 and 1920 by nearly 150-fold. The value of manufactured 
products increased during the same time only nine- fold. 

This change in the character of American imports, from 
manufactured products to raw products, has of necessity made a 
corresponding change in the source of United States purchases 
abroad. The manufactured products came from the manufac- 
turing countries of Europe. The crude materials came, in the 
main, from Canada, Mexico, Central America, the West Indies 
and the Philippines. 

5. Foreign Markets 

Pressure toward the marketing of goods abroad comes from 
two directions. On the one hand the surplus products of 
highly specialized industry frequently cannot be disposed of 
within the country in which they are produced. In the second 
place the raw materials and other products of foreign origin 
can be paid for, in the long run, only by the export of com- 
modities. Hence the business interests in every great economic 
nation are compelled to market outside of the national boundary 
lines. During the period of the World War, the United States 
became, second to Great Britain, the leading foreign trading 
nation of the world. 

Like other industrial countries, the United States has been 
for a century an exporting nation, but the character of its 
exports, particularly since the middle of the nineteenth century, 
has undergone a very considerable modification. 

Seventy years ago or thereabouts nearly two-thirds of all 
United States exports were crude materials for use in man- 
ufacturing, and more than four-fifths of the exports were crude 
materials and food stuffs. Manufactures ready for con- 
sumption comprise only a little more than one-tenth of the 
total exports of this period. 

By the end of the century, manufactures ready for consump- 

lU. S. "Statistical Abstract," 1922, p. 666 fi. 
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tioti had increased to nearly one-sixth of the total, while crude 
materials for use in manufacturing had diminished to about 
one-third of the whole. From 191 o onward the change was 
comparatively rapid. Crude materials dropped to one-fourth 
of the total. Crude materials and crude food stuffs combined 
constitute less than two-fifths of the exports, while food stuffs 
partly or wholly manufactured, manufactures for use in further 
manufacturing, and manufactures ready for consumption, now 
comprise more than three-fifths of all United States exports.' 

So long as the United States was exporting raw materials 
and food stuffs, the logical destination of these commodities 
was Europe. The transformation in American economic life 
which has made the United States in its turn a leader among 
manufacturing nations has shifted the export bulk from the 
raw material field to the manufactured field, and has, of neces- 
sity, shifted the export market at the same time. 

The dramatic way in which this change in the destination 
of exports has occurred is well illustrated by figures showing 
the exports to the various continents.^ Since 1850 exports to 
South America have been relatively constant. At that date, 
5.9 per cent of all United States exports went to South America. 
In 1922 the percentage was again 5.9 per cent. Meanwhile, 
there have been variations. Exports to Africa comprised 1.5 
per cent of the total in 1922. Since 1895 they have been 
relatively constant. Exports to Oceania were 2.7 per cent in 
1922. They have increased slightly. The real change in 
United States exports may be found by comparing exports 
to Europe with exports to North America and Asia. During 
the early years of American imperiaUsm, three-quarters of all 
American exports went to Europe. At the present time this 
proportion has been reduced to nearly one-half. During the 
same period the exports to Asia have increased five-fold and 
those to North America have risen from one-sixth to one- 
quarter of the total. Europe, a manufacturing centre, absorbs 
primarily raw materials and food. Asia and the Americas — 

lU. S. "Statistical Abstract." 

2U. St "Foreign Commerce and Navigation," 
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markets for manufactured goods— have attracted the increasing 
attention of American business interests. 

Europe is still the best market for American products. 
Her people buy approximately half of the commodities exported 
by the United States. Of this more than two-fifths goes to the 
United Kingdom while over one-seventh is absorbed by 
Germany. The United Kingdom, Germany and France to- 
gether purchase seven-tenths of all the exports sent by the 
United States to Europe. There were, in 1922, seven European 
countries each of which bought more than $50 million worth of 
goods from the United States. The United Kingdom heads 
the list with $855 million; Spain comes at the end with $71 
million. 

United States exports to North America go chiefly to Canada, 
which takes more than half of the total exports to North Amer- 
ican countries. Add Cuba and Mexico, and more than ninety 
per cent of the exports to North America are accounted for. 

Total exports to South America are only about half of the 
exports to Canada alone. Argentina, Chili, Brazil and Colombia 
are the chief markets. Exports to Asia are practically confined 
to China and Japan, the latter country taking half of the entire 
Asiatic exports. Almost all of the exports to Oceania went 
to Australia and New Zealand, in the ratio of four to one. 
There is practically no market for United States goods in 
Africa. 

The change in the type of goods exported and in the destina- 
tion of the exports is obvious enough. The United States is 
ceasing to export raw materials for the use of manufacturing 
countries; is making up her own raw materials; is importing 
those that she lacks, and is marketing the manufactured product. 

6. The Export of Capital 

The export and import of goods need involve nothing more 
than a transitory economic relation. The trader, at best, is 
none too permanent. The export of capital, on the other 
hand, means that American investors have taken title to mines, 
railways, plantations, factories, and other property of a perma- 
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nent character lying outside of the territory over which the 
United States Government exercises jurisdiction. American 
business enterprise has passed beyond the poHtical boundaries 
of the United States and is seeking business opportunities in 
Mexican oil fields, Cuban sugar plantations and Central Amer- 
ican railroad systems. 

This stage in economic development has frequently been 
described.^ The leading industrial countries of Europe have 
all experienced it at the point where the economic surplus 
could find a more profitable investment market abroad than it 
could find at home. At the beginning of the present century 
the United States had reached this point in its economic develop- 
ment, and the experiences of the war compressed into a decade 
a process that would have extended, ordinarily, over a much 
longer period. Today the United States, as a leading invest- 
ing nation, finds itself, not only with some twenty billions of 
dollars of economic interests abroad, but with a steadily grow- 
ing demand for further investments. The United States has 
become, and must remain, an exporter of .capital so long as 
there are surpluses of capital seeking investment and markets 
in which such investments can be made. 

During the years 1904 and 1905 large Japanese loans were 
floated in American and European financial markets, and in 
March, 1907, when $115 million of these loans were refunded, 
half of the load was carried by American banking firms. 
These transactions may be described as the first real adventure 
of the United States financiers into the fields of international 
financing.^ 

United States investors, in 1900, held about $500 million 

worth of foreign securities, distributed as follows: Canada, 

$150 million; Mexico, $185 million; Cuba, $50 million; other 

JLatin-American countries, $55 million ; Europe, $10 million, and 

China and Japan, $5 million.^ As an offset to these security 

holdings, there were about $3,000 million of foreign money in- 

iHobson, "Export of Capital/' chs. I and II. U. S. National 
Monetary Commission, "Publications," v. 20, p. 155 ff. 
2 "Annalist/* v. 16, p. 452. 
spisk, "Inter- Ally Debts/' p. 306. 
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vested in American securities, chiefly railways.^ Sir George 
Paish puts the total of foreign investments in the United States 
at $6,000 million.^ The Bankers Trust Company suggests the 
possibility of $7,000 million.^ This situation left the United 
States a heavy net debtor to the outside world. 

Within the next decade the volume of United States foreign 
investments climbed rapidly. In 1909 it was $2,000 million, 
and by 1913 it had reached $2,500 million.^ Half of this 
amount was in Latin America and more than a quarter in 
Canada. The war with Spain, 1898, had given the United 
States the Philippines, Porto Rico, and a temporary protectorate 
over Cuba ; Hawaii had been annexed during the war, hence the 
political basis for economic expansion had been laid at the same 
time that the economic developments of the United States 
provided a large fund of investible surplus. 

The United States was still a net debtor to the outside world 
in 191 3, but the total of United States investments in foreign 
countries was increasing far more rapidly than the total of 
foreign investments in the United States. 

The war of 1914 greatly expedited the transformation of 
the United States from a debtor into a creditor nation. During 
the war years, the United States not only bought back some 
three billions of American securities owned abroad, but, in ad- 
dition, advanced to the outside world, in the form of materials, 
credits, etc., some nine billions of dollars. During the four 
and a half war years the exports of the United States were 
$22,974 million, while imports were $11,166 million, leaving a 
balance of eleven billions in favour of the United States.^ 

This tendency toward foreign investment, stimulated by the 
war, continued to operate even after the depression of 1920- 
21 cut short post-war prosperity. D. R. Crissinger,® Comp- 

^Hobson, "Export of Capital," ch. VI. "Yale Review," v. 9, PP- 
265-285. 

2U. S. National Monetary Commission, supra, p. 175. 

spisk, supra, p. 310. 

4 Ibid., p. 306.' 

^American Economic Association, "Proceedings," 1920, p. 22. 

6 "Economic World," n. s. v. 24, p. 413. "Review of Economic 
Statistics," v. i, p. 246 ff. 
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troller of the United States Treasury, summarized "Our con- 
tributions to financing the outside world" between August, 
1914, and August, 1922, in this way : 

Millions 

American securities repurchased from abroad $ 3»ooo 

American Government loans 10,000 

Interest accrued on the above 2,000 

Commercial credits extended abroad 3,000 

Dollar securities bought from foreign countries 2,731 

Foreign money securities sold here 620 

Foreign currencies bought by America 500 

$21,851 
Post-war exports of United States capital have been large. 
Foreign securities floated in the United States totalled : 



. 1 



$ 622 million in 1920 

675 " " 1921 

897 " " 1922 

398 " " 1923 

1,208 " ** 1924 

The flotations for 1924 included $567 million to Europe; 
$244 million to Canada and Newfoundland; $207 million for 
Latin America and $189 million for Asia.^ 

These foreign securities, sold on the American market, "do 
not present the entire outward movement of capital." "In ad- 
dition, a large number of short-term bank credits were opened 
during the year and a considerable amount of direct industrial 
investment was made. It is extremely difficult, however, to 
obtain accurate data for these items." ^ 

Besides these security purchases and credit transactions. 

United States interests have continued the expansion of their 

holdings in Canada and in Latin America. "An American 

Corporation took over the telephone lines in Spain." American 

interests bought the Anglo-Chilean Nitrate and Railway Co. 

from British holders.* 

1 U. S. "Federal Reserve Bulletin," v. 10, p. 96. U. S. "Commerce 
Reports," Jan. 26, 1925, pp. 184-186. 
2 Ibid., p. 186. 
8 Ibid., p. 184. 
4 Idem. 
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Capital exports for 1925 promise to exceed those for 1924. 
On March 13, 1925, the New York Times carried a list of 
pending foreign loans running over a billion dollars and pre- 
dicted that the total of foreign securities sold in the United 
States in 1925 would exceed a bilHon and a half. 

The decade following 19 14 has witnessed the repayment of 
practically the entire debt owed by American business to foreign 
investors, and the piling up of obligations totalling more than 
twenty billions, held by American business men and by the 
United States Government against the business men and govern- 
ments of foreign nations. 

7. United States Government Credits 

United States foreign economic assets are about equally 
divided between the obligations of European governments to 
the government of the United States and the commercial credits, 
investments, and enterprises of the business world. This 
economic classification leads to a geographic classification. 
United States government credits have been granted almost 
exclusively in Europe; United States foreign business assets 
are chiefly in the Americas. 

The sums now owing by European governments to the 
government of the United States total about $12 billion. Nine 
and a half billions of this amount represent original war loans ; 
about a billion represents credits due for surplus war supplies 
sold by the government of the United States to European 
governments, and the balance covers accrued and unpaid in- 
terest. 

The principal debtors are Britain, with a total indebtedness 
of $4,577 million; France, with a total indebtedness of $4,137 
million ; Italy, with an indebtedness of $2,097 million, and Bel- 
gium, with an indebtedness of $471 million. Armenia, Austria, 
Czechoslovakia, Esthonia, Finland, Greece, Hungary, Latvia, 
Lithuania, Poland, Roumania, Russia and Jugoslavia owe much 
smaller amounts.^ 

1 U. S. Treasury Dept., "Annual Report," 1923/24, P. 230. 
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8. The Distribution of Business Investments 

United States business investments abroad represent so novel 
an experience that they have not as yet been made the object of 
such exhaustive studies as J. A. Hobson's "Imperialism," or 
C. K. Hobson's "Export of Capital." Still, the Department of 
Commerce has made several estimates, the Guaranty Trust 
Company and the Federal Reserve Board list and publish state, 
municipal and corporate bond-issues floated by foreign interests 
in the United States, and a number of private studies have dealt 
at considerable length with investments in particular regions. 

W. R. Ingalls ^ estimates the total of the United States com- 
mercial investments in foreign countries at $2,977 million in 
1916, and $3,993 million in 1920. The investments for 1920 
are distributed as follows : South America, $535 million ; Cen- 
tral America, $93 million; Canada, $1,450 million; Mexico, 
$800 million; Cuba, $525 million; Europe, $470 million, with 
scattering investments in other countries. 

The Bankers Trust Company ^ distributes the "investments 
of the American people in foreign countries in 1923" as fol- 
lows: North America, $3,556 million; Central America, $4 
million; South America, $823 million; West Indies, $354 mil- 
lion, making a total for the Americas of $4,737 million. In the 
same table, the investment in Africa was placed at one million ; 
in Asia, $476 million; in Europe, $2,194 million, and in Oceania 
^22 million. 

Department of Commerce estimates on United States invest- 
ments run very much higher than those of the Bankers Trust 
Company, and seemingly with good reason. It is difficult to 
understand, for example, how Central American investments 
can be written down at four millions, and investments in the 
West Indies at $354 million, in the Bankers Trust Company 
table, when United Fruit Company properties in Central Amer- 
ica and United States sugar properties in Cuba alone would far 
exceed these amounts. 

1 Ingalls, "Wealth and Income," ch. III. 
2Fisk, "Inter-Ally Debts," p. 310. 
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The Department of Commerce estimates of United States 
foreign investments at the end of 1924 are as follows : ^ 

Millions 

Europe $1,900 

Asia and Oceania 690 

Latin America 4*040 

Canada and Newfoundland 2,460 

9. New Fields for American Enterprise 

Foreign trade and the export of capital have opened up new 
and vast fields to American enterprise. The great stores of 
natural resources, the large capital equipment, and the technical 
efficiency of United States industry create surpluses which are 
finding better paying investment opportunities outside of the 
United States than inside the country. The pressing demand 
for certain raw materials, such as rubber, oil and silk, which 
are not produced in sufficient quantity within the United States, 
forces American enterprises to seek out and hold the sources 
of such products. The war loans, the largest single item among 
United States foreign assets, have placed sixteen European 
countries in a position of debtor to the United States Treasury. 

The United States, like other industrial countries which are 
passing from the supplying of raw materials to the marketing 
of manufactured commodities, faces the necessity of making 
this adjustment in its economic relations. United States ex- 
ports in 1922 were more than a sixth of the total exports of the 
world. In 1922, they were $3,765 million, as compared with 
$3,190 million for the United Kingdom; $1,673 rnillion for 
France; $783 million for Japan and $443 million for Italy. 
Although these exports comprised only a small percentage of 
the total volume of American economic products, the United 
States has taken a position as one of the competitors in the 
world struggle to establish and maintain foreign markets. 

The post-war income of the United States is estimated to be 
as great as the combined incomes of Great Britain, France, Italy, 
Russia, and Germany. There is no satisfactory way of estimat- 

lU. S. "Trade Information Bulletin," no. 340, p. 12. 
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ing invest ibie surplus for these countries, but the relative posi- 
tion of the United States is evident enough.^ 

10. Political Implications of Economic Imperialism 

The United States Government and United States investors 
hold claims against foreign governments and foreign properties 
aggregating more than twenty billions of dollars. The bulk of 
the government loans are in Europe, and most of the business 
investments are in Canada and Latin America. These facts are 
not controverted. They are merely a statistical record of Amer- 
ican business abroad. Regarded from a social standpoint, how- 
ever, they are the economic structure of American imperialism. 

Economic activities are reflected sooner or later in the realm 
of politics. It is therefore only a question of time when foreign 
investments will modify foreign policy. This is a common- 
place in Europe, where empires like Britain and France are ac- 
customed to deal with the political issues arising out of foreign 
investments. The problem is new, however, in the United 
States. Less than a generation has elapsed since the United 
States first became an investing nation; it is only in the last 
decade that the political problems of foreign investment have 
presented a real issue in the public life of the United States. 

While it is not possible to assert that there is an inexorable 
sequence in the relation between economic investment and dip- 
lomatic policy, the experience of the United States during the 
last dozen years, confirmed by previous experiences of Euro- 
pean financial empires, would indicate a development which 
might be briefly described as follows: (i) Migration of 
capital takes place, but without any political implications, as in 
the economic relations between the United States and Canada. 
(See Chapter II.) (2) Capital, migrating to foreign countries, 
soon makes demands upon the foreign governments within 
whose jurisdiction investments are located. These demands are 
made under the authority of concessions, bankers' contracts, 
and the like. While the distinction between non-political migra- 
tions of capital and capital migrations in response to concessions 

1 Fisk, supra, p. 265. 
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is not very sharp, it ordinarily appears in modified political 
behaviour. Bolivia is now in the twilight zone between peace- 
ful migration of capital and political control by American bank- 
ers. (See Chapter IL) (3) American interests have been 
working for three decades to secure concessions in China. The 
efforts to control oil in the Near East have covered more than 
a dozen years. (See Chapter IIL) (4) The influx of Amer- 
ican capital and the participation of its representatives in local 
political activity leads to active interference with the internal 
affairs of foreign countries, such as Hawaii and Mexico. This 
interference has taken the form of the encouragement and sub- 
sidizing of revolution. (See Chapter IV.) (5) Where United 
States investors do not receive satisfactory treatment from 
local authorities they apply to the United States Government 
for support. In a number of such cases, the armed forces 
of the United States have intervened in the internal affairs of 
countries like Haiti, Santo Domingo, and Nicaragua. (See 
Chapter V.) (6) After a territory has accepted United States 
control, military occupation ceases. (See Chapter VL) (7) 
The sequence is completed by the armed conquest of territory 
(the Philippines, Chapter VII) and by the purchase of territory 
(the Virgin Islands, Chapter VII) without consulting the 
wishes of the populations that are transferred to American 
sovereignty. 

This cycle is best illustrated in the relations between the 
United States and the Caribbean countries, since it has its free- 
est expression where a strong country is dealing with a weak 
one. The war established important economic relations be- 
tween the United States and her European peers, resulting in a 
heavy mortgage debt held by the United States against Europe. 
(See Chapter VIIL) 

Throughout this whole process economic interests work hand 
in hand with the officials of the United States Government. In 
the course of this co-operation a technique of imperialism has 
been developed which is now well advanced and which is ac- 
cepted and practised alike by Democratic and Republican ad- 
ministrations. (See Chapter IX.) 



II 

ECONOMIC PENETRATION 

I. The Opening Wedge of Imperialism 

Peaceful economic penetration, the opening wedge of im- 
perialism, results from the migration of capital. 

Capital is probably more fluid and mobile at the present time 
than is labour. During the past century, capital from industrial 
countries has penetrated the most remote parts of the world — 
first in shipping and trading ventures ; later in mining, agricul- 
tural, manufacturing, public utility and similar enterprises. C. 
K. Hobson^ gives a detailed account of British overseas in- 
vestment ; the opening chapter of this book tells the same story 
for the United States, and the principle of capital migration 
with minor variations applies to the other leading industrial 
countries. Just as fluid capital (credit) is transferred from 
New York and Boston to Kansas City and Denver, fluid capital 
is transferred from Paris and London to Buenos Ayres, Cape 
Town and Toronto. National boundary lines make the move- 
ment of capital more difficult ; wars temporarily restrict it, but 
in the long run it is easier to get a visa for a financial transaction 
than it is for a passport permitting emigration. "In modern 
times," writes C. K. Hobson ^ "emigration of capital has been 
more and more separated from emigration of persons. It has 
become possible for persons to move from one land to another 
and to retain full rights and adequate control over the capital 
which they have left behind them. In the same way, persons 
who remain in their own country can send their property abroad 
while retaining their rights to it, and obtaining periodic pay- 
ments for the service performed by it." 

1 Hobson, "Export of Capital." 

2 Ibid., pp. 77-78. 

19 
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The migration of capital is most easily studied in the case of 
two neighbouring countries like Canada and the United States 
having the same language and business customs. In such a 
situation, given a reasonable degree of security and stability, the 
movement of capital will be almost as free as it is between the 
various states of the United States. This is particularly true 
when there is a surplus of capital on one side of the boundary 
and a shortage of it on the other. 

2. Financing a New Civilisation 

Like the United States, Canada was settled and is occupied 
by Europeans and their descendants, while more than nine- 
tenths of the Mexican population is Indian. Canadian in- 
dustrialism grew very slowly prior to 1900 and during the last 
twenty years it has made great progress, particularly under 
the pressure of war demand. Twenty-five years ago, the 
United States farmers and United States bankers both had 
ample room for expansion inside their own borders. With 
the exhaustion of free land, however, the abundant and un- 
developed Canadian resources assumed a position of vital im- 
portance to the farmers, miners, lumbermen and other business 
interests in the United States. 

Canada is larger than the United States by half a million 
square miles. Its total productive land is rated at 537.8 mil- 
lions of acres (as compared with 293.8 millions in the United 
States). The forest acreage of Canada is rated at 800 millions 
compared with an acreage of 500 millions in the United States. 
Canada has one-sixth of the total coal reserves of the world, 
while in Newfoundland alone there are 3,635 million tons of 
iron ore (as compared with about 4,200 million tons in the 
United States). E. C. EckeP notes that there are deposits 
across Canada from New Brunswick to British Columbia which 
have never yet been adequately surveyed. 

These extensive tracts of agricultural land, timber land, coal 
deposits and iron reserves, make Canada the logical field for 
expansion from the United States. Within a few years the 

1 Eckel, "Iron Ores," pp. 378-385. 
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United States will cease to produce a sufficient supply of wheat 
and meat to feed its own population. The Canadian wheat 
fields will then become indispensable. Already the timber 
supply of the United States is seriously depleted and the for- 
est reserves of Canada are being drawn upon for paper stock 
and for lumber. The coal of Nova Scotia particularly and the 
iron of Newfoundland constitute economic advantages of huge 
importance to United States heavy industry. 

3. The Growing Canadian Demand for Capital 

Canada herself has been slow to develop her resources. Al- 
though the Canadian territory was colonized at the same time 
as that of the United States, various factors have operated to 
prevent the growth of Canadian population and of Canadian 
industry. At the present time, while the area of Canada is 
greater than that of the United States, the population is only 
about seven per cent of the population of the United States, 
and the disparity between the wealth of the two countries is 
equally striking. The completion of transcontinental railway 
lines toward the end of the nineteenth century laid the basis 
for a new Canadian expansion in the course of which both 
British and United States capital have penetrated the Domin- 
ion to a very considerable degree. 

4. British Bankers Supply the First Canadian Capital 

Until about 1900, the amount of British capital invested in 
Canada was small. With the opening of the Canadian West, 
however, and the development of mining, manufacturing, 
lumbering and farming, a new field was created which British 
investors were glad to seize. So rapid was the development of 
Canadian demand for capital that by 19 10 Canada had more 
British capital invested than any of the other dominions.^ 

In 191 3 Canadian flotations in London amounted to 47 mil- 
lion pounds sterling out of a total of 245 million pounds of 
capital subscriptions made in the United Kingdom, or nearly 
one-fifth of the whole. This movement continued to the very 
1 "Annals," v. 68, p. 29 ff. 
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eve of the war : in the first six months of 1914 over 37 million 
pounds sterling of British capital found the same outlet.^ 

C. K. Hobson estimates ^ that in 1913 British investors placed 
44 million pounds sterling in Canada as compared with 18 
million pounds in Australia, 18 million pounds in the United 
States, 15 miUion pounds in Brazil, 11 million pounds in 
Argentina, and lesser amounts in other countries. The total 
foreign holdings of British investors for 191 3 he placed at 515 
million pounds sterling in Canada, 378 million pounds in 
India and Ceylon, 370 million pounds in South Africa, 319 
million pounds in Argentina, and 754 million pounds in the 
United States. 

At the outbreak of the war, Canada was thus the principal 
recipient of the new investment funds from Great Britain (the 
chief investing nation of the world at that time) and, with the 
exception of the United States, Canada had more British in- 
vestments than any other country of the world. 

5. United States Investors Enter the Field 

The Monetary Times Annual for 1914 estimates the United 
States investments in Canada as follows : 

1909 $279 million 

1911 417 

1913 ^3^ 

British investments in Canada for 1910 were estimated at 
365 million pounds sterling.^ Five years before the war Amer- 
ican investments in Canada were less than one-sixth of those of 
Great Britain, while at the outbreak of the war they were about 
one-fourth of the British investments. 

Even in 1914, however, the economic dependence of Canada 
upon the United States was considerable. While the bulk of 
her exports went to the British Isles, the bulk of her imports 
came from the United States. Thus in 191 3 Canadian ex- 
ports of Canadian produce totalled $356 million of which nearly 

1 "Annals," v. 68, p. 217. 

2 Ibid., p. 29. 
8 Ibid., p. 218. 



ECONOMIC PENETRATION 23 

half ($170 million) went to the United Kingdom and $140 
million to the United States. In the same year Canada im- 
ported goods to the value of $671 million, of which nearly two- 
thirds ($437 million) came from the United States, while only 
$139 million came from the United Kingdom.^ Thus Canada 
was borrowing extensively in Great Britain and using a part 
of the money to pay for the goods that she was buying in the 
United States. 

Meanwhile two other movements of importance were taking 
place. Farmers from the Middle West were migrating into 
the Canadian wheat belt, while business houses from the United 
States were establishing branch plants and branch offices in the 
principal Canadian business centres. 

6. The Effects of the War 

The war increased the demand for Canadian goods. Cana- 
dian exports were $377 million in 191 3 and $1,179 million in 
1917.2 These exports consisted in part of food and raw 
materials but they also represented a very great increase in the 
manufacturing industry. Thus the steel production of Can- 
ada was 743 thousand gross tons in 1914 and 1,695 thousand 
gross tons in 1918;^ exports of cotton fabrics were 356 thou- 
sand yards in 1914 and 846 thousand yards in 1917; exports of 
drugs and chemicals, $1,695 thousand in 1914 and $9,164 thou- 
sand in 1917; exports of woollens in 1914, $81,555, in 1917, 
$725,148.^ 

The amount of capital invested in Canadian manufacturing 
industries increased from $1,959 million in 191 5 to $3,230 
million in 1919.^ Similar expansion took place in mining, 
power development and other enterprises requiring large capital 
investments. During these same years Canada was floating 
war loans and making other unusual capital demands upon her 
population. 

^ "Canada Year Book/' 1922^23, pp. 474-5. 

2 Ibid., p. 470. 

3 "Mineral Industry," 1923, p. 355. 

4 "Canada Year Book/* 1918, pp. 308-316. 

5 Ibid., 1922-23, pp. 415-416. 
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Capital, in sufficient volume to meet this demand, was not 
available in Canada. It could no longer be imported from 
Great Britain because of the pressure of war demand there. 
There was only one source from which it could be readily de- 
rived and that was the United States. By 1919 the net flow 
of the United States capital into Canada was estimated at $220 
million, and for 1920 it rose to $325 million.^ Ingalls estimates 
that in 1920 the total of American capital in Canada was about 
$1,800 million as compared with $279 million in 1909 and 
$636 million in 191 3. Here was an increase of more than six- 
fold between 1909 and 1920 and of nearly three-fold between 
191 3 and 1920. 

Following the war, in the spring of 1920, a period of in- 
dustrial depression set in, which gave the United States in- 
vestors new opportunities to penetrate the Canadian field. The 
disorganization of European economic life rendered continental 
investments uninviting. The evident stability of industrialism 
in Canada provided an unusually strong incentive for United 
States economic expansion in that direction. The Canadians 
themselves were forced to call for this assistance because, like 
the business men in every other country, they had expanded at 
an exceptionally rapid rate during the war and with the depres- 
sion of 1920 many of them were caught in a position where 
they could not meet their obligations. Consequently they were 
forced to rely upon financial assistance from the strongest 
financial centre in their neighbourhood, namely New York. 
Then too, with the cessation of the war demand, many of 
the newly established manufacturing industries found them- 
selves without a market for their product and were forced either 
to close down completely or else to make terms with American 
banking interests that would carry them over the period of de- 
pression. ^ The American Economist states that between 1920 
and 1923 the per cent of Canadian manufacturing controlled in 
the United States increased from about 50 per cent to about 60 
per cent. According to the editor of the Economist this was 

1 Ingalls, "Wealth and Income," pp. 6i~2. 

2 "American Economist," v. 71, pp. 'l^-^^ 
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due in part to the failure of Canadian investors to hold their 
economic position in the face of hard times and in part to the 
rapid movement of the United States manufacturers to establish 
plants in Canadian territory. 

7. Nationality of Canadian Capital 

Before the war, the bulk of imported Canadian capital was 
British. At the end of the war — certainly by 1920 — the total 
volume of United States capital in Canada was probably equal 
to the total volume of British capital in Canada. An article 
by W. L. Mackenzie King ^ states that : "It was estimated in 
1920 that the investments of the United States in Canada stood 
at one billion 272 million 850 thousand, the chief items being 
$714 million in bonds, $150 million in branch industries, $94 
million 276 thousand in insurance company investments, and 
$197 million in the timber mills and mines of British Columbia." 
In the same article, Mr. King writes: "Before the war and 
during the early years of the war British investments in Canada 
were far in excess of those of the United States. Today, how- 
ever, the banking authorities in New York affirm that there is 
as much American as British money invested in Federal, provin- 
cial, municipal and industrial securities/' 

Manufacturing capital is still controlled by Canadians, but 
the United States has outstripped British investors in this field. 
As far back as 1918, 34 per cent of Canadian industrial stocks 
were owned in the United States.^ 

Estimates of British and United States investments in 
Canada for 1923 are : ^ 

United States Capital British Capital 
(in millions of dollars) 

Railways $425 $850 

Government and Municipal bonds 701 456 

Industries 

Forestry 325 60 

Mining 235 100 

1 "Manchester Guardian Commercial," v. 7, p. 370. 

2 Canada, Com. Int. Ser., "Canada as a Field for British Branch 
Industries." 

3 "Financial Post Survey," 1925, p. 195. 
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United States Capital British Capital 
(in millions of dollars) 

Fisheries $ 5 $ 3 

Public Services 137 116 

Other industries 540 145 

Mortgages and Land 75 185 

Banking and Insurance 35 80 

2,478 1,995 

The same figures are summarized and contrasted with 1918: 

Outside Investments in Canada 

(in millions of dollars) 

1918 % 1923 % 

Great Britain $1,860 "j"] $t,995 42 

United States 417 17 2,478 52 

Other 140 6 323 6 

$2,417 100 $4,796 100 

8. Canadian Bond Sales 

The rapid movement of United States capital into Canada 
is well illustrated by the Canadian bond sales during the past 
fifteen years. In 191 o one-sixth of the Canadian bonds were 
marketed in Canada, a negligible number in the United States 
and the balance in Great Britain. During the years which 
followed the outbreak of the war, the volume of bonds marketed 
in Canada and in the United States steadily increased while 
the British market for Canadian bonds has been practically 
eliminated. 

Summary Bond Sales in All Markets ^ 

1910-1924 (figures in millions of dollars) 

Year Sold in Sold in Sold in Total 

Canada United Kingdon United States 

1910 39.3 188.1 3.6 231.0 

191 1 44.9 204.3 17.6 266.8 

1912 37-7 204.2 30.9 272.9 

1913 45.6 277.5 50.7 373-^ 

1914 32.9 185.9 53.9 272.9 

1915 114.3 41.2 178.6 335.1 

1916 102.9 5.0 206.9 356.9 

1917 546.3 5.0 174.7 726.0 
1 "Monetary Times," v. 74, no, 2, p. 80. 



Sold in 


Sold in 


Sold in 


Total 


Canada 


United Kingdon 
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727.4 


14.6 
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775.4 
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5.1 


199.4 


909.9 


101.8 




223.0 


324.9 


213.3 


12.2 


178.1 


403.6 


250.2 




242.2 


492.4 


427.9 


2.4 


84.5 


514.8 


336.8 


3.6 


239.5 


579.9 
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Summary Bond Sales in All Markets (continued) 
1910-1924 (figures in millions of dollars) 
Year 

1918 

1919 
1920 
1921 
1922 
1923 
1924 

Another significant aspect of the sale of bonds is provided 
by Canadian state and municipal financing. The Federal 
Reserve Board ^ lists the Canadian state and municipal loans 
then outstanding in the United States. The total number of 
loans is 189. The total amount is $233,964,244. The largest 
(Province of Quebec) is for $7,000,000. The smallest 
(Prince Rupert, B. C.) is for $2,500. They include water, 
school, road, light and power, sewer, and other bonds. Six 
of the loans were floated in 1913 and 1914; 58 in 1915 and 
1916; 16 in 1917 and 1918, and 49 in 1919 and 1920. 

9. Branch Plants in Canada 

No complete study has been published showing the number 
of United States branch plants in Canada. G. W. Austen ^ 
states that "There are six or seven hundred openly known 
branches of American industries in Canada, such as the 
International Harvester, the Canadian General Electric, the 
General Motors, but there are hundreds of companies with 
Canadian names, Canadian directorates, and supposedly Canad- 
ian management that, in reality, are financially controlled in 
New York, Chicago, Boston, Pittsburgh, or other centres." 

The Canadian Commercial Intelligence Service ^ notes the 
rapidity with which United States capital has penetrated the 
Canadian field. "During the calendar years 1919 and 1920 the 
influx of industries became more pronounced than ever before. 

^ U. S. "Federal Reserve Bulletin," v. 7, pp. 945-7. 

2 "American Economist," v. 71, p. yy. 

3 Canada, Com. Int. Ser., supra, p. 117. 
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For example, during these years in Toronto alone there were 
established 46 additional U. S. industries, as compared with 
18 Canadian and 4 British/' A. G. Sclater of the Union 
Bank of Canada puts the number of United States branch 
plants in Canada at "over seven hundred" and "the number 
is increasing yearly." ^ 

The economic position occupied by the United States busi- 
ness interests in Canada is thus summarized by F. S. Chalmers. 

"The United States owns one-third of all the industries in Canada 
and one-third of all the producing mines; it owns a large part of 
the timber resources not vested in the Crown, and has extensive 
interests besides in Canadian water powers, real estate and other 
assets. Investors in the United States hold, besides, a third of 
all the bonds issued by Canadian provinces, a third of all the 
debentures issued by Canadian municipalities, and are developing 
an increasing interest in the bonds of the Dominion Govern- 
ment. . . . 

"British investments in Canada are, roughly, two billion dollars, 
which is less than the pre-war figure by a small fraction. United 
States investments in Canada may be accepted as having now 
definitely passed that mark and are close to two and a half bil- 
lions. . . . 

"Strong imperialists in Britain may 'view with alarm' the dis- 
placement of British ownership of Canadian enterprise by United 
States ownership. But protests or discussions would be futile. 
Capital knows no allegiance to nationality. . . . The investment 
possibilities of Canada, regardless of boundary lines or political 
affiliations, have been the underlying factors in the movement." ^ 

10. The Technique of Peaceful Economic Penetration 

Abundant resources, parallel economic and social develop- 
ment and the proximity of the Canadian field, all combine to 
make Canada the logical depository for large volumes of United 
States capital. This capital migration which has been active 
for less than twenty-five years has, nevertheless, reached such 
proportions that many of the important Canadian economic 
activities are already imder the financial domination of 
American banking and other business interests. Temporarily 

1 "Manchester Guardian Commercial Supplement," Sept. 18, 1924, p. 38. 

2 "Annalist," v. 22, p. 208. 



ECONOMIC PENETRATION 29 

the influx of American capital into Canada has been checked 
by the rapid decrease in capital demand due to the general 
world depression following the war. British investors have 
been quite generally eliminated from the Canadian field and 
ultimately important Canadian resources must almost inevitably 
be developed by importations of United States capital. 

These capital migrations have taken place without the exercise 
of any force or threat of force. They have occurred just as 
logically as the migration of eastern capital into the frontier 
communities of the newly developing West. In this case the 
frontier lies to the north and the presence of a political boundary 
furnishes no serious obstacle. Despite changes in the political 
complexion of the governments at Ottawa and at Washington, 
the economic forces represented by these capital migrations 
continue to draw United States business interests into the 
Canadian field, 

II. Economic Penetration under Government Control ^ 

Economic penetration acquires a political aspect when capital 
is brought into a country under a special permit from the 
government. These permits range all the way from licenses 
to concessions, but in every case they establish a relation 
between the holder of the permit and the government which 
grants it. This is particularly true where the permit is for 
an unlimited or for an indefinite term. In that case, the holder 
of the permit is almost compelled to take such steps as are 
necessary to preserve friendly relations with the permit-issuing 
authority. 

A good case in point is an executive decree granting to 
Swift and Co. the right to construct a pier in the port of La 
Plata. The decree is dated Buenos Ayres, June 22, 1918, 
and reads as follows : 

"The Chief Executive of the Nation Decrees: 
"Art. I. The concession will have a precarious character, the 
Government having the right to declare it ended at any moment 
when it considers it convenient, without any right of complaint on 
the part of the concessionary company. 
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''Art. 2. The work will be executed according to the details of 
the plans attached, and under the supervision of the General Direc- 
tion of Hydraulic Works, which may introduce in the course of 
the same modifications which it deems necessary." 

The other three sections of the decree provide that the 
concessionary company must pay the legal taxes and abide by 
the regulations in force, and must also pay the expense of the 
government inspection of the work.^ 

Similarly, the United Fruit Co., with docks at Sama, Cuba, 
applied to the Government for an authorization, legalizing 
these docks. A decree (No. 283) was therefore issued in 
much the same way that any license bureau in the United States 
would issue a license.^ 

12. The Bolivian Loan of IQ22 

Peculiarly exacting are the conditions which are ordinarily 
imposed when the bankers of a powerful country lend money 
to the government of a weaker country. Numbers of such 
loans have been made in the past by European bankers ; ^ and 
during recent years United States bankers have entered the 
field. Most of the United States bank loans have been made 
to the governments of Latin-American countries. Many such 
loans carry guarantees which place the borrowing government 
at the mercy of the banking syndicate. 

The Bolivian Loan of 1922 is an excellent illustration of 
the type of bankers' contract frequently met with in the case of 
Latin- American loans. 

Authorization for a loan not to exceed $33 million was 
provided in the Bolivian law of May 24, 1922. The contract 
of May 31, 1922, entered into between the Government of 
Bolivia on the one hand and the Stif el and Nicolaus Investment 
Co., Spencer Trask and Co., and the Equitable Trust Co., on 

1 Argentina, "Boletin Oficial," June 27, 1918, pp. 608-9. 

2 Cuba, "Gaceta Oficial," July 17, 1906, pp. 421-2. 

sHobson, "Imperialism," p. 63 ff. Vi^Hate, ''Economic Imperialism," 
ch, III, 
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the other, provided for the issuance of a $26 million bond 
issue. The terms of the contract require the borrower to 
pay annually ten per cent of the original principal amount of 
issue, in monthly instalments. After paying the interest of 
eight per cent, the balance is turned into a sinking fund, which 
will be used for the repurchase of bonds after May i, 
1938. The issue matures May 14, 1947. The bonds are 
exempt from present and future Bolivian taxation.^ 

As a guarantee that the loan of 1922 will be paid, both 
as to principal and interest, the Republic of Bolivia "affects 
and encumbers with a first lien or pledge and charge in favour 
of the Trustees, the following shares of stock, funds, revenues 
and taxes as security for the full payment of the principal, 
premium and interest of the Bonds and all other expenses and 
amounts required for or incident to this Contract or to the 
service of the loan : 

a. "All of the shares not less than 114,000 of the Banco 
de la Nacion Boliviana belonging to the Republic and which 
the Republic represents are sufficient at present to control 
said Bank." The Republic agrees to deliver to the Trustee 
under the contract either bearer certificates or certificates of 
stock "representing said shares." Should the capital stock of 
the Banco de la Nacion be increased at any time during the 
life of the loan, "the Republic shall acquire such proportion 
of additional shares as shall be necessary for said control; 

'the shares so acquired shall immediately thereafter be pledged 
as security for the loan." Thus the control of the Bolivian 
National Bank is assured to those who are administering the 
loan. 

In addition to these shares of the bank stock, the Republic 
pledges, as security for the loan : 

b. All revenues representing dividends on these shares of 
stock. 

c. The tax upon mining claims or concessions. 

d. Revenues from the alcohol monopoly. 

lU. S. *Trade Information Bulletin," no. 194, pp. 13-15. Bolivia; 
Hacienda^ "Memoria," 19122, pp. 41-140. 
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e. Ninety per cent of the revenue received by the Republic 
from the tobacco monopoly. 

f. The tax on corporations other than mining and banking. 

g. The tax upon the net income of bank, 
h. The mortgage tax. 

i. The tax on the net profits of mining companies. 

j. All import duties. 

k. All export duties. 

1. All funds, revenues, and taxes now or hereafter allocated 
by special laws to the construction of the Potosi-Sucre Rail- 
road. 

m. First mortgages and liens upon all the properties and 
earnings of the Railroads constructed from Villazon to Atocha 
and from Potosi to Sucre, including their franchises and other 
property and their net earnings. 

Should the railroads above mentioned be sold as a result 
of the foreclosure of the mortgage, "the purchaser shall have 
the right to operate the said railroads for a period of 99 years 
from the date of such purchase" and the company that is 
organized to operate the railroads "as also the entire business 
and property thereof, shall, in respect to said railroads be free 
from taxes and imposts of all kinds." 

As a further guarantee, the Republic agrees not to contract 
any external loan prior to Dec. 5, 1924, without the consent 
of the Bankers, and after that time, "and so long as any Bonds 
of the present loan shall remain outstanding," the Republic will 
not contract any further loans unless, for two years immediately 
preceding such a proposed loan, the revenues pledged to the 
service of the present loan shall have produced annually "at 
least one and one-half times the amount required for the service 
of the present loan," and unless, during those years the Repub- 
lic shall have raised enough revenue to meet all of its ordinary 
general expenses, without borrowing or without selling capital 
assets. 

These provisions place in the hands of the loaning Bankers 
the virtual control of the Bolivian National Bank, the property 
and revenues of certain Bolivian railroads, and the revenues of 
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the Republic, at the same time practically precluding additional 
loans during the life of the present loan. 

13, The Fiscal Commission 

For the practical administration of the provisions contained 
in the Bolivian Loan Contract, a Permanent Fiscal Commission 
is provided, consisting of three members. "The President of 
the Republic shall appoint the three Commissioners; of these, 
two to be appointed upon recommendation of the Bankers." 
These two members of the Commission, recommended by the 
Bankers, may be removed "at any time, at the request of the 
Bankers.'' 

The Commission *'shall act by majority vote ; and shall elect 
as its chairman and Chief Executive one of the two Commis- 
sioners who shall have been recommended by the Bankers." 

This Bankers' representative, so long as any bonds of the 
loan remain outstanding, "shall be elected a member of the 
Board of Directors of the Banco de la Nacion Boliviana, and 
the Republic shall take such action as may be necessary to 
secure his election and continuance in office as such." 

Section 3 of this article provides that "the total cost of 
the Commission shall constitute a part of the service of the 
Loan and shall be included in the amounts to be deposited 
monthly in the Banco de la Nacion Boliviana." 

As for the duties of the Commission, they are simple and 
inclusive. So long as any bonds of the loan remain outstanding, 
and beginning not later than August i, 1922, "the collection of 
all taxes, revenues and income of the Nation shall be supervised 
and fiscalized by the Permanent Fiscal Commission, the creation 
of which has been authorized by Law of March 27, 1922." 

These provisions for the organization and functioning of 
the Permanent Fiscal Commission place the entire revenue of 
the Republic under the control of three men, two of whom are 
selected by the loaning Bankers, and one of whom, as Chief 
Executive, sits on the Board of the Bolivian National Bank 
and helps to determine its policy. The costs of this Commis- 
sion are paid out of the revenues which it controls. 
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The Permanent Fiscal Commission holds the economic key 
to the life of the Republic and the Bankers control the Com- 
mission. As yet there has been no default, and no political issues 
have been raised, but this loan contract ties the representatives of 
the loaning Bankers into the heart of Bolivian political life 
by placing in their hands the control of Bolivian public revenues. 
Should a default take place, the members of the Commission 
automatically become the central figures in the Bolivian political 
world, and the Loan of 1922 takes precedence over all other 
public considerations. There is, in this relation, an inter- 
national issue of the first magnitude between the Government 
of the United States and the Government of Bolivia. While 
the issue may never arise, the fact remains that representatives 
of an American banking syndicate are administering the finances 
of a sister Republic. 

14. Economic Penetration and Political Interference 

There is no boundary line between economic penetration 
and political interference. Modern imperial practice calls upon 
governments to "protect life and property." When, there- 
fore, a nation like the United States reaches the stage at which 
its property owners acquire extensive economic interests out- 
side the nation's boundaries, the political protection of these 
interests follows as a matter of course. 

Investments in Canada, although they are more extensive 
than United States investments in any other foreign territory, 
have never as yet involved serious political issues. Latin- 
American investments, on the other hand, have given rise to 
various diplomatic tangles, resulting in the use of the army 
and the navy in a number of instances. 

Although It is impossible to name the point at which economic 
penetration will lead to political interference, the history of 
modern imT)eria1ism suggests that such a point is quite generally 
reached. And certainly recent L^'nited States relations with 
Latin America indicate that the United States is as likely to 
reach the interference point as is any other imperial power. 
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SPHERES OF INFLUENCE 

I. '^ Spheres'' in China 

The years which witnessed the opening up of the vast 
resources of China to international capital also witnessed tht' 
entrance of two new powers into the arena of imperialism : 
Japan, which was thrust into the foreground by her viclory in 
the Chino-Japanese War of 1895; and the United States, \vlucn 
emerged as a first class power with her victory over Spain 
in 1898. In that same year the first great "battle of conces- 
sions" was waged in China. 

China with her abundant resources and her population of 
four hundred millions was an ideal place for the investment 
of the surplus capital in the hands of European and American 
business men and bankers. A new technique of imperialism 
was evolving. "The days of territorial expansion by discovery 
and colonization or conquest by force of arms" gave way to 
the "more crafty kid-gloved methods of dominating weak and 
improvident nations through the insidious operations of political 
finance." ^ A new terminology including such phrases as "sphere 
of interest" and "sphere of influence" was evolved to describe 
the new "conquest by railway and bank." 

A sphere of interest is "a portion of territory wherein a 
nation has expressly or impliedly declared that it will permit 
no other nation to exert political influence, and that itself 
will lead in the exploitation of natural resources." ^ The control 
of a sphere of interest was exerted in the following way : 

First, the foreign investors secured a strategic base on the 
seacoast; this was followed by building a railway for the 

I'Tar Eastern Review," v. 11, p. 277, 
2Reinsch, "World Politics," p. 114. 

35 
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successful exploitation of the natural resources and the domina- 
tion of the economic life of the *'sphere." The next step was 
to establish a bank or to obtain a first option on loans or 
concessions, especially those covering railways and mines. To 
safeguard their particular interests, the governments behind 
the investors then forced China to agree not to alienate the terri- 
tory under their economic control, and entered into mutual 
agreements to respect each other's spheres of interest. 

2. The American Sphere of Interest: Manchuria 

This new imperialist technique was applied to the economic 
subjugation of China after the Chino-Japanese War of 1894-5 
had demonstrated the helplessness of the Celestial Empire. 
Russia acquired as her sphere of interest North Manchuria and 
Outer Mongolia, with Port Arthur as a strategic base ; ^ Japan 
acquired South Manchuria and Inner Mongolia with Formosa 
and the Pescadores as a strategic base ; ^ Germany leased Kiao- 
chow, and thus obtained the Shantung peninsula as her sphere 
of exploitation ; ^ Great Britain by the acquisition of Waihaiwai 
laid claim to the Yangtse Valley, Thibet and the Szechwan 
province ; * while France controlled Southwestern China, in- 
cluding Kwangtung, Kwangsi and Yunnan, and Kwang- 
chowang.^ 

In this "battle of concessions," lasting up to 1900, the United 
States obtained no strategic base, but her victory in the Spanish- 
American War had given her the Philippines. These islands, 
combined with its large Pacific seaboard, made the United 
States a Far Eastern power. Furthermore, her merchants 
had been carrying on an extensive trade, chiefly with Manchuria, 
for over half a century. Hence, when the financiers of the 
various powers made bids for the construction of the great 
central trunk line from Peking to Canton by way of Hankow, 
the American Chinese Development Company entered the race. 

iMacMurray, "Treaties and Agreements," v. i, p. up. 

2 Ibid., pp. 19-20. 

3 Ibid., p. 112. 

*Ibid., pp. I, 94» 104, 152. 
* Ibid., pp. 28, 124, 128. 
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This company had among its participants the Standard Oil Co. 
and the American Sugar Refining Co.^ The American interests 
obtained the concession for the southern portion of this line in 
1898.2 

The contract for the northern section of the railroad was 
given to a Belgian concern. The American China Develop- 
ment Company went to the expense of making two surveys 
and building about thirty miles of railroad from Canton north ; 
but the death of its directing spirit, Ex-Senator Brice, forced 
it to suspend work. In 1905 J. P. Morgan purchased the 
Belgian interest^ but did not go on with the project, not 
being interested at that time in Chinese investment. Eventually 
the Hankow-Canton railway contract was cancelled, and the 
Chinese Government bought out all the property of the Amer- 
ican China Development Company.* This first venture of 
American finance in China ended badly, but it was used later 
as a precedent for claims to the exploitation of Manchuria, 
and proved to be the beginning of a tenacious fight carried on 
by bankers and by the State Department for economic control 
of that area. 

3. The Open Door PoUcy 

One year after the American China Development Company 
obtained the concession for the Hankow-Canton railway, 
Secretary of State John Hay announced to the great powers the 
policy which the United States Government would follow in 
regard to the international battle for the exploitation of China. 
With a view to preventing the partition of China, and especially 
the absorption of Manchuria, which American business men 
considered their particular sphere of interest. Secretary Hay 
in 1899 ^ade the formal declaration of the Open Door Policy.** 

1 Reinsch, supra, pp. 12S-9. 

2 MacMurray, "Treaties and Agreements," v. i, pp. 519-22. 
aCroly, "Willard Straight,'^ p. 287. 

* U. S. "Foreign Relations," 1905, pp. 124-5. MacMurray, supra, pp. 
519-22. 

**Overlach, "Foreign Financial Control in China," p. 199. 
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1 he Open Door i^uiicy recu^ni^t-u bpecial interests and spheres 
of influence, bui insisted on equal opportunity in trade. In 
its formal aspects, the proposition submitied by Secretary 
Hay requested a declaration from ''the various powers claim- 
ing 'spheres of innuence' in China to the effect that each in 
its respective spheres of interest or inhuence — 

"First. Will in no way interfere with any treaty port or any 
vested interests within any so-called 'sphere of interest' or leased 
territory in China. 

"Second. That the Chinese treaty tariff of the time being 
shall apply to all merchandise landed or shipped to all such ports 
as are within said 'sphere of interest' (unless they be *free ports') 
no matter to what nationality it may belong, and that the duties 
so leviable shall be collected by the Chinese government. 

"Third. That it will levy no higher harbor dues on vessels of 
another nationality frequenting any port in such 'sphere' than shall 
be levied on vessels of its own nationality, and no higher rail- 
road charges over lines built, controlled, or operated within its 
'sphere' on merchandise belonging to citizens or subjects of other 
nationalities transported through such 'sphere' than shall be levied 
on similar merchandise belonging to its own nationals transported 
over equal distances.'' ^ 

The purpose of the Hay doctrine was clear enough. 
American business men had no other means of gaining entrance 
into the markets of China. "There were created, through a 
variety of circumstances," according to Thomas W. Lamont, 
"a series of 'spheres of influence,' all tending to impair the 
independence and sovereignty of China. This policy served 
to divide up China commercially into almost water-tight com- 
partments, and the nations like the United States which had 
no compartment could not do much trading." ^ 

4. The Boxer Rebellion 

This doctrine was communicated at a time when the Chinese 
were beginning to grow restless under foreign exploitation. 

1 U. S. "Foreign Relations," 1899, pp. I3T-I33, 142. 

2 Lamont, "New Consortium for China," p. 2. 
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The restlessness culminated in the Boxer uprising of 1900. 
The revolt was crushed by the Powers, but its aftermath had 
important consequences on American policy in China. Sec- 
retary Hay took advantage of the occasion to reaffirm the Open 
Door doctrine in a circular communication sent to Great Britain, 
France, Russia, Germany, and Japan on July 3, 1900, in which 
he urged the Powers to co-operate to "bring about permanent 
safety and peace to China, preserve Chinese territorial and 
administrative entity, protect all rights guaranteed to friendly 
powers by treaty and international law, and safeguard for the 
world the principle of equal and impartial trade with all parts 
of the Chinese Empire".^ This doctrine was accepted on 
paper by the Great Powers, chiefly because the ''balance of 
world power was delicately adjusted'' and *'they feared the 
consequences of independent action." ^ 

Despite the formal acceptance of the Open Door doctrine, 
American interests in Manchuria continued to be threatened 
by Russian capitalists. In 1901, Russia, taking advantage of 
the Boxer Rebellion, established a measure of military control 
in the province. More important, she opened in the same year 
the Chinese Eastern Railway and established the Russo-Chinese 
Bank. She secured the privilege of importing oil free of tax 
into China. As a result the sales of the Standard Oil Company 
in Manchuria fell ofl.^ 

The policy of the United States toward China was clearly 
formulated by President Roosevelt in a speech delivered at 
San Francisco in 1903, in which he proclaimed that the United 
States was a great Asiatic Power : 

"The extension of the area of our domain has been immense; 
the extension in the area of our influence even greater. America's 
geographical position in the Pacific is such as to ensure peaceful 

lU. S. "Foreign Relations," 1901; "Appendix. Affairs in China," 
p. 12. 

2 Straight, "Politics of Chinese Finance," p. 3. 

3 Plebs League, "Outline of Modern Imperialism," p. 48. Pan, "Trade 
of the U. S. with China," pp. 227-22^, 
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domination of its waters in the future, if we only grasp with 
sufficient resolution the advantages of that position." ^ 



5. The Manchurian Bank Project 

The fight of American capital for control of Manchuria 
did not begin in earnest, however, until the Russo-Japanese War 
of 1905, and seemed temporarily to sidetrack one of the chief 
contestants in that sphere. In this war, which was the result 
of Russian and Japanese rivalry in Manchuria, the Japanese 
were in part financed by Edward H. Harriman and his bankers, 
Kuhn, Loeb & Co.^ The American government took an active 
part in the negotiations. The completion of the Panama Canal 
at this time gave the United States a strategic point for the 
struggle for commercial and political supremacy in the Pacific. 
The treaty of peace was signed on American soil at Portsmouth, 
New Hampshire. These facts were not without significance. 
American interests were conciliated by a reaffirmation of the 
Open Door doctrine in Articles III and IV of the treaty, apply- 
ing specifically to Manchuria, America's sphere.^ 

Immediately after the signing of the Portsmouth Treaty, 
Harriman concluded a memorandum for an agreement with 
Marquis Ito and Marquis Katsura of Japan for joint American 
and Japanese ownership of the South Manchurian Railway, 
together with the various coal, timber and mining concessions 
which went with the railroad. At the time this agreement was 
made, the railroad was still Russian property, but was due to 
be transferred to Japan by Article VI of the then unratified 
Portsmouth Treaty. Harriman wanted the South Manchurian 
Railway as part of his scheme to build a railway line around 
the world; Japan was willing to agree to share the road with 
Americans while the treaty was still unratified. But one month 
after the ratification of the treaty, Japan and China signed 

1 Roosevelt, "Works," v. i, p. 393- 

2Croly, "Willard Straight/' p. 239. 

3 Bland, "Recent Events in China," p. 306. 
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the King agreement of December 22, 1905, by which American 
capital was to be excluded from the South Manchurian railroad. 
The scheme was opposed by powerful Japanese statesmen and 
never went through.^ 

American financiers did not give up their fight for the con- 
trol of Manchuria. When the South Manchurian Railway 
scheme fell through, Harriman laid the plans for another line 
which would meet his purpose. His plans received powerful 
assistance from the State Department, particularly from the 
American consul-general at Mukden, the principal city in Man- 
churia. After conference with Harriman in the United States, 
the American consul-general reached an agreement with Gov- 
ernor Tang Shao-Yi of Manchuria for the creation of a Man- 
churian Bank with a capital of 20 million gold dollars to act as 
financial agent for the Manchurian government. This bank 
was to be established by American financiers and was to sta- 
bilize the Manchurian currency and promote railway and in- 
dustrial enterprises, particularly the line from Hsin Mintung to 
Aigun, to be part of Harriman's round-the-world scheme. A 
memorandum to that effect was forwarded to Harriman in the 
United States on August 7, 1907. On that day the consul- 
general at Mukden wrote these significant and prophetic words 
in his diary : *Tang approves draft. Letter mailed ! Fraught 
with tremendous possibilities. If adopted it means we play 
principal part in the development of Manchuria. Our in- 
fluence in China tremendously enhanced.'* ^ 

Consul-General Straight returned to New York in 1908 with 
the draft of the agreement for the Manchurian Bank. A series 
of conferences followed involving E. H. Harriman, Jacob H. 
Schiff, and Otto Kahn for the bankers ; the United States State 
Department and the Chinese representative, Governor Tang of 
Manchuria, who had come to the United States expressly for 
the purpose of putting through the Manchurian bank deal. At 

1 Bland, supra, pp. 30^10. Straight, supra, p. 4. Croly, supra, p. 
239. MacMurray, supra, v. i, p. 554. 

2 Croly, supra, p. 241. 
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no time did the Chinese representative negotiate directly with 
the American financiers; all these negotiations were carried on 
through the State Department.^ 

The negotiations for the Manchurian Bank fell through, how- 
ever, owing to the death of the Emperor of China and Empress 
Dowager in November, 1908, and the fall of the party in power 
which was negotiating the loan for China.^ 

In the same month — on November 30, 1908 — ^Secretary of 
State Root and the Japanese ambassador at Washington en- 
tered into an agreement pledging their governments to respect 
each other's spheres of interest in China. The Root-Takahira 
agreement reaffirmed the Open Door principle in the Pacific, 
and pledged Japan and the United States to maintain the status 
quo in that region.^ 

6. The Battle for Manchurian Railways 

The death of the Empress Dowager of China and the fall of 
Yuan-Shi-Kai from power in 1908 brought the manoeuvres for 
a Manchurian bank controlled by American financiers to a 
standstill. But Edward H. Harriman and his bankers, Kuhn, 
Loeb & Co., were not ready to give up their plans for the ex- 
ploitation of Manchuria. Harriman was still intent on his 
plan of a railroad which should girdle the globe. For such a 
railroad he needed a line running from some point on the trans- 
Siberian line to a port on the Pacific free from ice most of the 
year. He had been carrying on since 1906 a series of negotia- 
tions with the Russian Government for the purchase of the 
Chinese Eastern Railway. Russia was willing to sell this line, 
provided Japan, her rival in Manchuria, would give up her 
strategic advantage by selling to the American Bankers the 
South Manchurian Railway. Japan refused to do this. Har- 
riman's next move was to plan for a parallel line running from 
Chinchow at the head of the Gulf of Pechili to Aigun on the 
Amur River."* 

1 Croly, supra, p. 2yy. 

2 Bland, supra, p. 314. Straight, supra, p. 5. 

»U. S. "Foreign Relations," igc^, p. 510; see also Appendix III. 
* Croly, supra, p. 297. 
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For the successful carrying out of this plan and of other and 
more important moves in Manchuria, the American bankers 
interested would need the fullest possible co-operation from the 
State Department. Assistance was promised them by the new 
administration. In advising against a reduction in armaments. 
President Taft, in his inaugural address of March 4, 1909, 
declared : 

"In the international controversies that are likely to arise in 
the Orient growing out of the question of the open door and other 
issues the United States can maintain her interests intact and 
can secure respect for her just demands. She will not be able to 
do so, however, if it is understood that she never intends to back 
up her assertion of right and her defense of her interest by 
anything but mere verbal protest and diplomatic note." ^ 

This declaration of intentions was the first avowal of the 
policy which, under the Taft administration, won the title of 
"Dollar Diplomacy." An opportunity soon presented itself. 
In May, 1909, the Chinese Government made an agreement with 
German, British, and French bankers for a loan to construct 
the Hukuang railways, involving the lines from Hankow to 
Szech and from Hankow to Canton.^ Immediately a group of 
American bankers was organized to finance any concessions for 
railroads which American capitalists might obtain from the 
Chinese Government. This group was headed by J. P. Morgan 
& Co., to whom the management of the business was entrusted, 
and included Kuhn, Loeb & Co., the First National Bank, the 
National City Bank, and Edward H. Harriman.^ The Amer- 
ican bankers at once began to struggle for admission into the 
international group of blinkers which was to float the Hukuang 
loan. Secretary Knox, four days after the announcement that 
China had signed an agreement with the German, British and 
French bankers, applied to China for the admission of the 
American group.* 

1 U. S. "Congressional Record," v. 44, p. 3. 

2 Blakeslee, "Recent Developments in China," p. 127. 

8 Croly, supra, p. 281. 

*U, S. "Foreign Relations," 1909, p. 144. 
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However, as the loan had been under negotiation for several 
years, the Tripartite bankers and the Chinese Government ob- 
jected to the delay which would be involved in reopening 
negotiations for admitting the American bankers. But the 
State Department was insistent.^ While the financial rep- 
resentative of the Morgan group was negotiating with the Tri- 
partite bankers in London, Secretary Knox brought diplomatic 
pressure to bear upon China. The American Charge d' Affaires 
at Peking was ordered by the State Department to "solemnly 
warn the Government of China that there appears no reason 
to doubt that, as a result of early meetings in Paris and Berlin, 
the American group will reach with the European bankers an 
agreement for participation in the present loan by American 
capital." The American envoy was also to inform China that 
"Americans would welcome an opportunity to arrange for the 
whole loan, if necessary, by reason of further persistency of 
the individuals who refuse to meet the situation broadly." ^ 

Other emissaries of the United States Government were 
equally busy fighting for participation by American bankers in 
the Hukuang loan. Ambassador David Jayne Hill informed 
the German foreign minister that he did not think his govern- 
ment "would find it possible to neglect the interests of Amer- 
ican capital and enterprise in the East." ^ 

All these diplomatic efforts seemed futile. The Chinese 
Government drifted, hoping the Powers would quarrel among 
themselves. At this point President Taft stepped in. Break- 
ing all diplomatic precedent, he sent a personal message to 
Prince Chun, regent of the Chinese Empire, in which he stated : 

"I am disturbed at the reports that there is certain prejudiced 
opposition to your Government's arranging for equal participation 
by American capital in the present railway loan ... I send this 
message not doubting that your reflection upon the broad phases 
of this subject will at once have results satisfactory to both coun- 
tries. ... I have resorted to this somewhat unusually direct com- 
munication with your Imperial Highness, because of the high 

lU. S. "Foreign Relations," 1909, PP- 144-178. 
2 Ibid., p. 179- 
»Ibid., p. 151. 
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importance that I attach to the successful result of our present 
negotiations." ^ 

As a result of this pressure, China and the four powers made 
a virtue of necessity. The American group was admitted. A 
preliminary agreement for the Hukuang loan was drawn up 
by the German, British, French and American bankers at Paris 
on May 23, 1910.^ 

The final agreement for the Hukuang loan, however, was not 
signed until May 20, 1911.^ It was signed by the Imperial 
Government of China, the Deutsch-Asiatische Bank, the Hong- 
kong and Shanghai Banking Corporation, the Banque de 
ITndo Chine, and the American group, J. P. Morgan & Co., 
Kuhn, Loeb & Co., First National Bank, and the National 
City Bank. In this agreement the Imperial Government of 
China authorizes the bankers of the four Powers to issue a 
five per cent Gold Loan for six million pounds sterling. The 
term of the loan was forty years. The security was to be the 
likin, salt, and rice taxes. British, German, and American en- 
gineers were to work on the sections in which their groups were 
interested. The loan was made that year.** 

7. ChinchoW'Aigun Railway Concession (/pop) 

Willard Straight, former consul-general at Mukden, was 
now agent f 01 the Morgan group in China. He had been active 
in obtaining participation in the Hukuang loan. He was also 
negotiating with the Manchurian authorities for the proposed 
Chinchow-Aigun Railway, which was to give American capital 
a strategic point against its Russian and Japanese rivals. 
On October 2, 1909, an agreement was signed by which the 
Morgan group was to furnish the sum necessary to build a 
railway between Chinchow and Aigun, to be constructed by a 
British firm, Pauling & Co.^ 

1 U. S. "Foreign Relations," 1909, p. 178. 

2 Ibid., 1910, p. 2Sj. 

3 MacMurray, "Treaties and Agreements," v. i, p. 866. 
"^Lamont, "New Consortium for China," p. 3. 

B MacMurray, "Treaties and Agreements," v. i, p. 800, 
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The Chinchow-Aigun agreement was signed on October 2, 
1909, between the Viceroy of Manchuria and the Governor of 
Fengtien and the representative of the American group. The 
group consisted of J. P. Morgan & Co., Kuhn, Loeb & 
Co., the First National Bank, and the National City Bank. 
The contract was also signed by the British engineers, Pauling 
& Co. By this agreement, the provinces of Manchuria and 
Fengtien were to borrow from the American bankers the sum 
necessary to construct the railway from Chinchow to Aigun at 
a rate not to exceed five per cent. The interest and amortiza- 
tion were guaranteed by the Imperial Government. The secu- 
rity was to be the railway line. At the same time an agreement 
was drawn up between the American bankers and Pauling & 
Co. that at least one-half the material and equipment purchased 
in Europe and America for the construction of the railway 
should be American and that certain American engineers to be 
recommended by the American bankers should be employed to 
work on the construction of the road.^ 

When the Morgan representative returned with the agree- 
ment for the Chinchow-Aigun line in his pocket, the State De- 
partment thought it saw its way to realize Harriman's old 
scheme of neutralizing the Manchurian railways by placing them 
in the hands of an international group. On November 6, 1909, 
therefore, Secretary Knox sent a note to Britain, calling at- 
tention to the new agreement between the Chinese Government, 
the American financiers, and the British construction company, 
and making the following proposals: That China should be 
given a large international loan from the interested Powers 
(i) to bring the Manchurian Railways under an economic, 
scientific, and impartial administration by some plan vesting in 
China the ownership of the railroads through funds furnished 
for that purpose by the interested powers willing to participate. 
(2) Such loan should be for a period ample to make it reason- 
ably certain that it could be met within the time fixed and 
should be upon such terms as would make it attractive to bank- 
ers and investors. (3) Nationals of the participating powers 

iMacMurray, "Treaties and Agreements/' v, i, p. 802. 
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should supervise the railroad system during the term of the 
loan, and the governments concerned should enjoy for such 
period the usual preferences for their nationals and materials 
upon an equitable basis inter se, (4) Japan and Russia should 
participate in the plan as well as Great Britain and Germany/ 

In this way American bankers, with the help of the State 
Department, hoped to prevent the absorption of Manchuria by 
Russia and Japan. But once more Japan refused to give up 
her advantage in Manchuria, and Russia would not give up 
the Chinese Eastern so long as Japan held on to the South 
Manchurian.^ 

France, Russia's ally, and Britain, Japan's ally, backed up 
their allies, and thus Knox's neutralization scheme was turned 
down by the Powers involved. Instead of prying their rivals 
loose in Manchuria, the American financiers, as a result of the 
Knox diplomacy, had forced Russia and Japan, who five years 
before had fought a bloody war, into an entente. On July 4, 
1 910, Russia and Japan signed an agreement to respect each 
other's spheres of interest in Manchuria. 

Balked once more in their attempt to acquire shares in the 
Chinese Eastern and South Manchurian railways, the American 
bankers returned to their contract of October 2 — that is, they 
proceeded with the Chinchow-Aigun railway. But Japan and 
Russia were not only unwilling to let American bankers con- 
trol their railroads ; they would not allow a rival road to be built. 
Although the contract of October 2 had been ratified by a 
Chinese Imperial Edict, and China was nominally a sovereign 
nation, Russia and Japan both protested to the State Depart- 
ment that the proposed Chinchow-Aigun railway was inimical 
to their interests in Manchuria. Britain tacitly supported her 
ally ; and since the United States was not in a position to oppose 
the three great Powers single-handed, the Chinchow-Aigun 
scheme was allowed to lapse temporarily. 

But by this time America's role in the Far East and the in- 
timate connections between the State Department and the 

^U. S. "Foreign Relations," 1910, p. 234. 
2 Ibid., pp. 249, 251. 
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financial houses with investments in that part of the world had 
become firmly established. The policy was clearly expressed by 
W. W. Rockhill,^ United States minister to China during the 
Hukuang loan and Chinchow-Aigun negotiations, when he said : 

"It seems clear to me that so long as we shut our eyes to the 
undoubted fact that, in the East at least, from Stamboul to Tokyo, 
politics, finance, and trade go hand in hand, and that neither the 
profits of trade can be fully reaped nor our influence and prestige 
be adequately upheld without incurring the responsibilities inci- 
dent to political and financial activity, we must be content to play a 
modest effaced role in the Far East, unworthy, in my opinion, 
of our great country and its vast interest in the Pacific." 

8. The Six Power Loan 

The international battle for financial concessions in the 
Hukuang loan had two immediate effects on China: first, the 
Celestial Government was impressed by the power of American 
bankers, backed by the government at Washington, to break 
their way into European combinations for the exploitation of 
China; second, the empire was confronted with the apparition 
of possible and probable bankruptcy and the possibility of the 
complete control of China's finances by foreign capitalists.^ 
The Manchu dynasty was tottering under the strain of foreign 
exploitation ; unless it could stabilize the currency of the coun- 
try, ruin seemed likely. A plan for a loan of 50 milHon 
dollars for the purpose of stabilizing the currency and develop- 
ing the resources of Manchuria was worked out. The finan- 
cial concession was ofifered to the American group. This plan 
v/as a new version of the agreement drawn up by Governor 
Tang of Manchuria and the American consul-general at Muk- 
den in 1907 for the creation of a Manchurian bank. In efiFect 
the American group was making another attempt to carry 
through its plan for obtaining an "economic stranglehold" on 
Manchuria. 

When this plan became known in the chancelleries of Europe, 

1 Overlach, "Foreign Financial Control in China," p. 214. 
^Bau, "Foreign Relations of China," p. 6^. 
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the British, French and German bankers suggested that the 
Manchurian currency and development scheme be undertaken 
jointly by the financiers of the four Powers. At first, the 
American group refused, although it had just invoked the Open 
Door Policy in order to obtain a share in the Hukuang loan. 
Later it was forced to accede to the demand for several reasons : 
(i) the desire of American finance to strengthen its position 
in Manchuria against Russia; (2) the necessity for limiting 
financial competition; (3) the inability of American banks to 
float any large volume of Chinese securities on the American 
market, as America was not yet a large investor in foreign secu- 
rities and big industries were still absorbing American capital. 
The era of international financial trusts had begun.^ 
On April 15, 191 1, an agreement was drawn up by the 
bankers of the United States, Great Britain, Germany and 
France for floating the Manchurian currency and development 
loan.2 The agreement was signed by the Imperial Chinese 
Government, J. P. Morgan & Co., Kuhn, Loeb & Co., the 
First National Bank, and the National City Bank; the British 
Hongkong and Shanghai Banking Corporation; the German 
Deutsch-Asiatische Bank; and the French Banque de Undo 
Chine. The agreement provided for the loaning of 10 million 
pounds sterling (approximately 50 million dollars) for render- 
ing uniform the Imperial Chinese currency and providing funds 
for the promotion and extension of industrial enterprises in the 
three Manchurian provinces. The rate of interest was to be 
five per cent and the time of the loan was forty years. As 
security the bankers of the four Powers were to have a mortgage 
on the taxes on tobacco, production, consumption, and salt. 
These taxes were declared in the agreement to be free from 
all other loans, liens, charges or mortgages. The bankers were 
to have first claim on them in case of default. China could 
not abolish nor decrease these taxes without the permission 
of the bankers. 

1 Croly, "Willard Straight," p. 370. Bland, "Recent Events in China," 
p. 324. 

2MacMurray, supra, v. i, p. 841, 
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This drastic agreement was known as the Chinese Currency 
Loan. It marked a new stage in the financial control of China. 
Willard Straight, the American consul-general who had engi- 
neered the Manchurian Bank agreement, was the financial 
representative of J. P. Morgan & Co. and had engineered the 
.Currency Loan. Two days after the signing of the loan, he 
wrote to Morgan: 'The significance of the Loan Agreement 
signed on Saturday will be better realized five years hence 
than it is today. It is the first tangible result of the new 
policy inaugurated by Secretary Knox.'' In his diary, on the 
day the agreement was signed, he wrote : "The Currency Loan 
is finished. Dollar diplomacy is justified at last." ^ The 
agreement, in fact, laid the foundation for the first Chinese 
Consortium, which later developed into the present Consortium. 
It attempted to create a monopoly for the bankers of the four 
Powers involved. Article XVI provided that "should the 
Chinese Government decide to invite foreign capitalists to 
participate with Chinese interests in the Manchurian business 
contemplated under this loan, or to be undertaken in connection 
therewith, the contracting Banks shall first be invited so to 
participate.'' In this way, the American bankers were ready 
to disregard the Open Door Policy which had proved so useful 
to them when other Powers attempted to set up a monopoly 
for the exploitation of Manchuria. Against the monopoly 
engineered by American finance, Russia and Japan protested, 
demanding to be admitted on equal terms. 

In the midst of these discussions the Chinese revolution of 
191 1 broke out. The Boxer uprising eleven years before had 
been a protest against the first scramble by European and 
American business men for concessions. The revolution of 
191 1 was a protest against the Manchu dynasty under whose 
weak and corrupt rule the intrigues of the second scramble 
for concessions had rendered China a vassal of foreign finance. 
When the Chinese Republic was established and the various 
Chinese factions had finally adjusted their differences, the 
coalition government under Yuan Shi-Kai informed the Four 

^ Croly, supra, p. 402, 
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Power Consortium that China proposed to borrow $125,000,060 
for general administrative reorganization. The respective 
governments of the groups were informed also that it was 
desirable that Russian and Japanese bankers be included in the 
consortium.^ After long and complicated negotiations the 
Chinese were prepared to sign a contract embodying all the 
important demands of the bankers of the six Powers. The 
terms of the draft agreement were approved by the govern- 
ments, who insisted in addition that foreigners be employed in 
important administrative posts, and as tax collectors and cus- 
toms supervisors.^ 

This was in 191 3. In that year Woodrow Wilson began his 
first term as President of the United States. The American 
hankers asked the new president what his attitude toward the 
proposed Six Power Loan would be. The form of the inquiry 
was a request that the new administration ask the American 
group to participate in the loan. Two weeks after taking 
office, President Wilson issued a statement on the new policy 
of the American Government toward investments in China, in 
which he withdrew official support from the American group 
headed by J. P. Morgan & Co. The statement read in part: 

"We are informed that at the request of the last administration 
a certain group of American bankers undertook to participate 
in the loan now desired by the Government of China. . . . The 
present administration has been asked by this group of bankers 
whether it would also request them to participate in the loan. . . . 
The administration has declined to make such request because it did 
not approve the conditions of the loan or the implications of 
responsibility on its own part which it was plainly told would be 
involved in the request. 

"The conditions of the loan seem to us to touch very nearly 
the administrative independence of China itself; and this admin- 
istration does not feel that it ought, even by implication, to be a 
party to those conditions. The responsibility on its part which 
would be implied in requesting the bankers to undertake the loan 
might conceivably go to the length in some unhappy contingency 

1 Straight, "Politics of Chinese Finance," p. 11. 
2Blakeslee, "Recent Developments in China," pp. 119-161. U. S. 
''Foreign Relations," 1913, pp. 170-171. 
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of forcible interference in the financial, and even the political, 
affairs of that great oriental state, just now awakening to a 
consciousness of its power and of its obligations to its people. 
The conditions include not only the pledging of particular taxes, 
some of them antiquated and burdensome, to secure the loan, but 
also the administration of those taxes by foreign agents. The 
responsibility on the part of our government implied in the en- 
couragement of a loan thus secured and administered is plain 
enough and is obnoxious to the principles upon which the govern- 
ment of our people rests." ^ 

This of^cial indictment of the tactics and aims of financial 
imperialism contained an important passage which showed that 
the chief motive behind it was the fact that the first Wilson 
administration represented the industrial, rather than the finan- 
cial, interests of the country. ''The government of the United 
States," the passage declared, **is earnestly desirous of pro- 
moting the most extended and intimate trade relations between 
this country and the Chinese Republic. The present adminis- 
tration will urge and support the legislative measures necessary 
to give American merchants, manufacturers, contractors, and 
engineers the banking and other financial facilities which they 
now lack, and without which they are at a serious disadvantage 
as compared with their industrial and commercial rivals.'* ^ 

As a result of the withdrawal of government support the 
American banking group dropped out of the Six Power Con- 
sortium, indicating the necessity of the diplomatic support for 
financial imperialism. The withdrawal of the American group 
left a Five Power Consortium, "under whose auspices the 
so-called Reorganization Loan of 25 million pounds was made 
in 19 1 3/' ^ Again, though the ambition of American finance to 
exploit China did not materialize at the time, it served to bring 
out clearly the dominant role which American capital was 
beginning to play in the Far East. This role was bringing it 
into sharper and sharper conflict with Japan, which was also 
striving to dominate the Pacific. An editorial on the Six Power 

i**American Journal of International Law," v. 7, pp. 335~34i. 

2 Ibid., pp. 33^' 

3 Lamont, "New Consortium for China,*' p. 4. 
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loan in the Asahi Shimbun (a Japanese paper) of Osaka of 
May, 1912, declared: 

"The United States, having no territorial concessions and no 
geographical facilities, has assumed the political and financial 
guidance of China. ... By bold and skillful diplomacy she has 
outmanoeuvred Japan, Russia, and England, whose rights and 
interests are predominant, and forced them to take a back seat." ^ 

The outbreak of the World War in 19 14 — a climax in the 
clash of imperialist interests in various parts of the world, and 
not least in China — put a stop to active concession hunting. 
The United States, for a time the only investing country not 
involved, did a slight business during the carnage. In May 
1 9 16 the American International Corporation, a Morgan sub- 
sidiary organized for foreign business, obtained a contract 
for a loan from the Chinese Government for the improvement 
of the South Grand Canal in Shantung province. The agree- 
ment provided for a loan of $3,000,000 at seven per cent for 
thirty years secured by the land and the taxes on the land 
affected by the improvement on the canal and by the tolls and 
taxes on the canal.^ In the same month the Siems and Carey 
Co. of Chicago obtained a concession for building 1500 miles 
of railroad in China.^ 

The year 191 7 found the United States an active participant 
in the World War. It also found Russia in the midst of a 
social revolution, and thus definitely out of the imperialistic 
race in China. The two remaining rivals in Manchuria could 
now come to an understanding. It has already been pointed 
out that at the height of competition for spheres of interest 
the competing groups agree to respect each other's spheres. 
For the purpose of reaching an understanding on China a 
Japanese mission headed by Viscount Ishii arrived in the 
United States and on November 2 signed a secret agreement 
with Secretary Lansing that was to have far-reaching effects. 

The Lansing-Ishii agreement frankly committed the United 

^ Bland, "Recent Events in China," p. 331. 
^MacMurray, "Treaties and Agreements," v. 2, p. 1287. 
sibid., pp. I3I3--I324- 
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States to an acceptance of imperialism in the Far East. Under 
its terms the United States recognized **that Japan has special 
interests in China, particularly in the parts to which her pos- 
sessions are contiguous." While disclaiming any intention of 
infringing on the "independence or territorial integrity of 
China/' both governments pledged themselves to adhere to the 
Open Door Policy or "equal opportunity for commerce and 
industry/' The two governments also agreed to oppose the 
acquisition by any other power of privileges which would in- 
fringe on such independence as China had or impair the Open 
Door principle.^ Such an agreement was obviously an 
interference in the political affairs of "that great oriental 
state" against which Wilson had set his face four years be- 
fore. In fact China protested against the Lansing-Ishii agree- 
ment, declaring that she "would not be bound by any agree- 
ment entered into by other countries, and that she would re- 
spect special interests of another nation due to territorial 
propinquity only in so far as they are provided in the existing 
treaties." ^ 

Attempts to solve the contradictions raised by the conflict 
of imperialistic interests in China were made at the 1919 Peace 
Conference in Paris. One of the most acute problems involved 
the province of Shantung. This had been the German sphere 
of influence since 1898. In 1914 Japan took advantage of the 
outbreak of the war to seize the leased port of Kiauchow in 
Shantung and to extend her control to other parts of the 
province, stationing troops at strategic points. On January 
18, 191 5, Japan presented twenty-one demands to China, call- 
ing for a transfer of Germany's privileges in Shantung to Japan 
and demanding additional privileges, giving Japan complete 
control of the province. Japan demanded, among other things, 
control of South Manchuria and Eastern Inner Mongolia, in- 
cluding a practical monopoly of railway, mining and financial 
concessions, as well as police and military control.^ These 

lU. S. Congress, 66:1; "Sen. Doc." 106, p. 225. 
2Bau, "Foreign Relations of China,'* p. 81. 
'MacMurray, "Treaties and Agreements," v. 2, p. 123 1. 
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demands were followed by an ultimatum threatening action. 
China was forced to sign treaties on May 25, 1915, granting 
the demands.^ 

During the negotiations, the government at Washington 
notified Japan and China that the United States "cannot recog- 
nize any agreement or undertaking which has been entered into 
or which may be entered into between the Governments of 
China and Japan impairing the treaty rights of the United 
States and its citizens in China, the political or territorial integ- 
rity of the Republic of China, or the international policy rela- 
tive to China commonly known as the Open Door Policy." ^ 

Japan, determined to keep Shantung if the Allies won the 
war, fortified herself by a secret agreement with Great Britain 
supporting her designs.^ When the Paris peace conference con- 
sidered the Shantung question, the Japanese delegation 
threatened to withdraw from the conference and boycott the 
proposed League of Nations unless Japan's claims to Shantung 
were ratified. President Wilson agreed to sustain Japan, 
chiefly for fear that if Japan withdrew from the peace con- 
ference she "would begin building up alliances of her own in the 
East." ^ 

9. The New Consortium 

Japan's victory at the peace conference was a blow to 
America's Open Door Policy, and the attempts of American 
business and finance to break down spheres of influence in 
China. The victory was offset, however, by the formation of 
the Chinese Consortium of 1920. Under American pressure 
China had entered the war on the side of the Allies in 191 7. 
In order to finance China, the Department of State on June 30, 
1 9 18, called together representatives of the American bankers 
who had been interested in Chinese investment. The group 
consisted of thirty-six banks, headed by a managing committee 
of seven institutions consisting of: J. P. Morgan & Co., 

^ MacMurray, "Treaties and Agreements," v. 2, p. 1216. 

2 Ibid., p. 1236. 

3 Baker, "Woodrow Wilson and World Settlement," v. 2, p. 250. 
* Ibid., p. 258. 
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Kuhn, Loeb & Co., the National City Bank, the First National 
Bank, the Chase National Bank, the Continental and Commer- 
cial Trust and Savings Bank of Chicago, Lee, Higginson & 
Co., and the Guaranty Trust Co. of New York.^ The bankers 
were wilHng to organize a combination for the purpose of float- 
ing Chinese loans, under conditions stated in a letter which they 
wrote to the State Department on July 8, 1918.^ These 
conditions were : 

(i) That Chinese loans be floated by a Four Power Group con- 
sisting of ^'financial members to be recognized by the respective 
Governments of Great Britain, France, Japan and the United 
States." 

(2) That all members of the American Group should relin- 
quish any concessions to make loans which they now hold, and 
all loans to China should be considered as Four Power Group 
business. 

(3) That the United States Government "should be prepared 
in principle to recognize the change in our international relations, 
both diplomatic and commercial, brought about by the war." 

(4) That the United States Government should "at the time 
of issue . . . make it clear to the public that the loan is made 
at the suggestion of the Government." ^ 

To this frank request that the Government support the bank- 
ers in their Chinese business Secretary of State Lansing agreed. 
In a letter sent the following day, July 9, he declared : 

(i) That "the Government has suggested that this loan be made 
and would have no hesitancy in formally stating that fact at the 
time of issue." 

(2) That the Government "is willing to aid in every proper 
way and to make prompt and vigorous representations and to 
take every possible step to ensure the execution of equitable con- 
tracts made in good faith by citizens in foreign lands." * 

^ Lament, supra, p. 4. 

2 Carnegie Endowment for International Peace, "The Consortium." 

2 Ibid., p. 2. 

*Ibid., pp. 3-S. 
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The governments involved in the plan were formally notified 
by the State Department, and in the correspondence which 
followed we are able to see how completely the Government had 
changed its policy since Woodrow Wilson withdrew support 
from the old Six Power Loan of 1913. Not only was Washing- 
ton willing to support the bankers, but the British Foreign 
Office was notified on October 8, 19 18, that 

"It can be definitely stated that the United States Government 
did not mean to imply that foreign control of the collecting of reve- 
nues or other specific security pledged by mutual consent would 
necessarily be objectionable, nor would the appointment under the 
terms of some specific loan of a foreign adviser — as, for instance, 
to supervise the introduction of Currency Reform." ^ 

While the governments were exchanging notes on the Con- 
sortium, the bankers of the four Powers involved met in Paris 
to discuss terms. Thomas W. Lamont of J. P. Morgan & 
Co., who was in Paris at the time as financial adviser to the 
American delegation, took a leading part in the bankers' con- 
ference as representative of the American group. On May 12, 
1919, the conference drew up a preliminary agreement. 

Two serious obstacles had to be overcome before any real 
agreement could be reached. In meeting these obstacles the 
American bankers and the State Department combined forces. 
"In the succeeding months, among the four Governments 
involved, the United States taking the lead in the matter, there 
followed a long diplomatic correspondence." ^ 

The first obstacle was the unwillingness of the French and 
British governments to guarantee exclusive diplomatic support 
to their respective groups. The draft of the bankers' agreement 
drawn up at Paris on May 12 stated that the groups involved 
were entitled to the exclusive diplomatic support of their respec- 
tive governments. The United States was willing to give the 
Morgan group such support. It must be remembered in this 
connection that by this time the war had made American bank- 

1 Carnegie Endowment, supra, p. 15. 

2 Lamont, supra, p. 7. 
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ers the creditors of all the European Powers, and that they had 
already declared that Japan and the United States would have 
to finance the French and British groups of the Consortium. 
France and Britain, however, were not willing to grant their 
groups a monopoly of Chinese loans. They urged that other 
British and French groups willing to invest in China should 
be permitted to operate. The plan of the Morgan group finally 
prevailed. A compromise proposed by the State Department 
and accepted by the British and French governments provided 
that: 

"The Governments of each of the four participating groups 
undertake to give their complete support to their respective na- 
tional group members of the Consortium in all operations under- 
taken pursuant to the resolutions and agreements of the nth and 
1 2th of May, 1919, respectively, entered into by the Bankers at 
Paris. In the event of competition in the obtaining of any specific 
loan contract the collective support of the diplomatic representa- 
tives in Peking of the four Governments will be assured to the 
Consortium for the purpose of obtaining such contract." ^ 

The second obstacle was, from the point of view of the 
American bankers and of international relations, even more 
serious. Japan, seeking to monopolize Manchuria and Mon- 
golia, proposed that these two regions be excluded from the 
operations of the Consortium. Britain and the United States 
at once protested against the proposal. The American group 
of financiers also protested. Intricate negotiations were carried 
on jointly by the Morgan interests and the Department of 
State. Thomas W. Lamont notified the Japanese bankers that 
"Mongolia and Manchuria are important parts of China, and 
any attempt to exclude them from the scope of the Consortium 
must be inadmissible." ^ Secretary Lansing wrote to the Jap- 
anese Government that in view of the Lansing-Ishii agreement, 
Japan could "with entire assurance rely upon the good faith of 
the United States and of the other two Powers associated in 
the Consortium to refuse their countenance to any operation 

1 Great Britain, "Miscellaneous/* no. 9 (1921), p. 32. 

2 Carnegie Endowment, supra, p. 21. 
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inimical to the vital interests of Japan." ^ Meantime Lament 
"with the approval of the State Department at Washington"^ 
went to Japan in person. After protracted negotiations a 
compromise was reached which was accepted by all the Powers 
involved. The role of the State Department in financial 
negotiations of an international character is tersely expressed 
in its memorandum of April 3, 1920, declaring that "the Amer- 
ican Government is prepared to agree to the terms of the 
compromise proposed by Mr. Lamont in Tokyo." ^ By this 
compromise the South Manchurian railway and a number of 
other lines "upon which substantial progress had already been 
made by the Japanese" * were excluded from the scope of the 
Consortium ; but the projected Taonanfu-Jehol railway and the 
projected railway connecting a point on the Taonanfu-Jehol 
railway with a seaport were to be included in the operations of 
the Consortium.^ 

Japan having waived the reservations regarding Mongolia and 
Manchuria, the American group was now in a position to close 
the deal. On October 15, 1920, the Chinese Consortium agree- 
ment was drawn up and signed in the Chamber of Commerce 
Building in New York City by representatives of the Hongkong 
and Shanghai Banking Corporation, the Banque de ITndo Chine, 
the Yokohama Specie Bank Limited, and the American Group 
consisting of J. P. Morgan & Co., Kuhn, Loeb & Co., the 
National City Bank, the Chase National Bank, the Guaranty 
Trust Co. of New York, Lee, Higginson & Co., and the 
Continental and Commercial Trust and Savings Bank of 
Chicago. 

After the agreement was signed, China received her first 
formal notification of the Consortium.^ Up to that point that 
"great oriental state" whose sovereignty had been so often 
guaranteed by the State Department had not been consulted. 

^ Carnegie Endowment, supra, p. 39. 

2 Lamont, supra, p. 8. 

3 Carnegie Endowment, supra, p. 54. 
* Lamont, supra, p. 9. 

5 Carnegie Endowment, supra, p. 61. 
«Ibid., p. 73. 
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lo. China as an American Sphere of Influence 

The Consortium agreement, backed by America's dominant 
economic position, achieves the end toward which American 
investors and the State Department have been striving since 
1900. China has become an American sphere of influence.^ 

The purpose of the Consortium, according to the agreement, 
is to negotiate and carry out Chinese loan business, more 
specifically loans to the ''Chinese Government or to Chinese 
Government Departments or to provinces of China or to 
companies or corporations owned or controlled by or on behalf 
of the Chinese Government or any Chinese Provincial Govern- 
ment." Articles 3 and 4 provide for complete equality among 
the groups in all business undertaken by the Consortium, and 
reserve freedom for each group to decline to participate in 
any business which it does not desire to undertake. Article 5 
provides that, so far as possible, the parties to any operation 
shall not be jointly liable, but that each group shall be obliged to 
liquidate its own engagements. Under Articles 6 and 7 any 
group which cannot issue Chinese bonds in its own market 
may request the other groups to include its share in their own 
issue. This last provision indicates the true situation in the 
Far East today. America, creditor of half the world, has 
leaped to the front as the dominant western Power in the 
Orient. 

"Owing to the war the British and French markets may be 
unable for some few years to come to purchase any large amount 
of foreign securities either of China or of any other nation. The 
American group, therefore, has by force of circumstances, jumped 
from an inconspicuous position in the old Consortium to one of 
prime importance in the new. 

"In this, America, as represented through the group, should be 
equipped to play a very active part. If so equipped she will be 
able ... to lay out, with her experienced partners of Great 
Britain, France and Japan, a sound and comprehensive plan for the 
economic and financial development of China. . . . Through her 

1 Carnegie Endowment, supra, p. 67. 
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representatives at Peking she will be able sympathetically to wield 
influence upon the present confused elements/' ^ 

The new Consortium is thus the fruition of the two major 
policies attempted by the State Department in regard to China. 
First, it marks the triumph of the Open Door, since it gives 
American capital free access to the markets of China; second, 
it revives the Knox neutralization scheme, since all the railroads 
and other public utilities constructed by the Consortium will 
be internationally controlled, with America and Japan playing 
the leading role.^ The old spheres of influence will be abol- 
ished and China will be turned into one sphere of influence 
to be exploited by an international financial trust. "We shall 
see no more 'spheres of influence' set up in China/' ^ Since 
President Roosevelt turned the Boxer indemnity into a fund 
for the education of Chinese students in the United States, 
this country has been the traditional friend of China, a pose 
which has not been modified by incidents like the Chinese 
Exclusion Act of 1905. Nevertheless the new Consortium 
must not be looked upon as "an eleemosynary institution," 
according to Thomas W. Lamont, for "it cannot possibly 
function unless it has a fair margin of profit/'* Under the 
new Consortium the American group becomes the leading factor 
in the construction of the Hukuang Railways, for a share in 
which it fought so hard in 1909. The formation of the Con- 
sortium was fostered by the Wilson administration; on March 
31, 1921, Secretary of State Charles E. Hughes notified J. P. 
Morgan & Co. that he approved of the objects of the Con- 
sortium.^ The success of the American financiers in making 
China an international sphere of economic influence, thereby 
giving American capital free access to it, received international 
diplomatic recognition at the Washington Arms Conference 
which met from November 12, 1921, to February 6, 1922. It 

1 Lamont, supra, pp. 17-18, 

2 Ibid., p. 14. 
8 Ibid., p. 17. 
4 Idem. 

s Carnegie Endowment, supra, p. 74. 
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is significant that the Conference dealt with the question — 
Armaments and the Far East. 

The agreements reached by the Conference regarding the 
Far East marked the triumph of American poHcies. The 
Open Door was reaffirmed once more, and the old Knox scheme 
of halting the battle for spheres of influence was realized. 

The Four Power Treaty signed at the Conference by the 
United States, France, Great Britain and Japan, bound the 
Powers to maintain the status quo in the Pacific. The four 
governments pledged themselves to "respect their rights in 
relation to their insular possessions and insular dominions in 
the region of the Pacific Ocean." A supplementary treaty 
stipulated that the term "insular possessions and insular 
dominions" shall, in the case of Japan, apply only to the 
southern portion of Sakhalin, Formosa and the Pescadores. 

For the United States the most important section of the 
Four Power Treaty was Clause IV, providing that as soon as 
the treaty was ratified by the four Powers, "the agreement 
between Great Britain and Japan, which was concluded at 
London on July 13, 191 1, shall terminate."^ With Japan the 
most formidable rival of American financial and political in- 
terests in the Far East, Senator Lodge could frankly tell the 
Senate on March 8, 1922, that "the chief and most important 
point in the treaty is the termination of the Anglo- Japanese 
Alliance. That was the main object of the treaty." Senator 
Lodge added that "the Anglo- Japanese Alliance was the most 
dangerous element in our relations with the Far East and with 
the Pacific." 2 

The Nine Power Treaty signed at the Washington Con- 
ference dealt with China directly. The United States, Belgium, 
Great Britain, France, Italy, Japan, the Netherlands, Portugal 
and China signed the treaty. The Powers agreed to respect 
the sovereignty, independence, and territorial and administrative 
integrity of China; they once more pledged themselves to 
observe the Open Door principle. None of the Powers was to 

lU. S. Congress, (i7\2, "Sen. Doc." 126, pp. 889-91. 

2U. S. "Congressional Record," v. ^2, March 8, 1922, p. 3547> 3552. 
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take advantage of the chaos in China to obtain special privileges 
inimical to the other Powers. Regarding spheres of influence 
and the race for concessions the treaty provided that no govern- 
ment would seek, or support its citizens in seeking, special 
commercial or economic advantages over the citizens of the 
other Powers. The governments involved were not "to sup- 
port any agreements by their respective nationals with each 
other designed to create Spheres of Influence or to provide for 
the enjoyment of mutually exclusive opportunities in designated 
parts of Chinese territory." China pledged herself not to 
discrimate unfairly against any of the Powers in the use of her 
railroads. ^ 

China requested the Powers represented at the Washington 
Conference to express their avowed respect for her territorial 
and administrative integrity by restoring her right to fix her 
own tariff, and abolishing foreign courts on Chinese soil. 
China's tariff in the treaty ports was fixed at a maximum of 
five per cent ad valorem by the Anglo-Chinese treaty of Nankin 
signed in 1842. This tariff agreement was embodied in the 
treaty of 1844 between China and the United States.^ Foreign 
supervision of the collection of Chinese customs dates back to 
1853, when Shanghai was captured by the Taiping rebels and 
the customs were closed. The foreign consuls began to collect 
the customs, and the following year the American, British and 
French consuls obtained treaties from China providing for the 
establishment of a foreign board of customs inspectors. In 
1858 foreigners began to enter the Chinese customs administra- 
tion, and by 1922 the Chinese foreign minister was able to 
declare that not one of the forty-four tariff commissioners in 
the treaty ports was a Chinese.^ At the Washington Conference 
the Chinese delegation maintained that the present five per 
cent tariff was a continual financial loss to their government, 
and that China could not be as stable as the Powers said they 
wanted her to be unless she regained her tariff autonomy, 

1 U. S. Congress, (/] :2 ; "Sen. Doc." 126, pp. 893-6. 

2 Ibid., p. 172. 

3 Ibid., p. 187. 
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The Conference did not restore China's right to fix her tariff, 
but provided for a revision of the tariff so as to really equal 
five per cent under present world financial conditions, and for 
a conference to consider the tariff question. ^ 

Similarly, the Chinese delegation complained that the extra- 
territorial courts maintained by the foreign Powers in China 
were a violation of her sovereignty, and asked for their 
abolition. Extraterritorial rights were obtained by the United 
States from China by the treaty of 1844. Other Powers 
obtained the same privilege shortly afterward. In the com- 
mercial treaty of 1903 with China the United States prom- 
ised to give up extraterritorial rights "when satisfied that 
the state of the Chinese laws, the arrangements for their 
administration, and other considerations warrant it in so 
doing." 2 The same words were embodied in the British- 
Chinese commercial treaty of 1902 ^ and the Japanese- Chinese 
commercial treaty of 1903.^ The Washington Conference did 
not abolish extraterritorial rights, but adopted a resolution 
providing for a commission to consider the question, specify- 
ing that the foreign Powers are free to accept or reject the 
commission's recommendations.^ 

In many ways the Washington Conference achieved politi- 
cally what the Morgan group of bankers had already achieved 
economically by the Chinese Consortium. Not only was the 
Open Door Policy strengthened, but the Powers agreed not to 
seek further spheres of influence in China. The last point 
was emphasized by President Harding in a letter urging the 
Senate to ratify the Washington Conference treaties. He also 
declared that the Nine Power Treaty superseded the Lansing- 
Ishii agreement of 191 7 recognizing Japan's special interests 
in China.^ On April 16, 1923, it was announced that the 
governments of Washington and Tokio had formally agreed 

lU. S. Congress, 67:2; "Sen. Doc." 126, pp. 897-901. 

2MacMurray, "Treaties and Agreements," v. I, p. 431. 

3 Ibid., p. 351. 

^Ibid., p. 414. 

^U. S. Congress, 67:2; "Sen. Doc." 126, pp. 903-4. 
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to cancel the Lansing-Ishii agreement. However, the Root- 
Takahira agreement of 1908, pledging the United States and 
Japan to maintain the status quo in the Pacific, is still in effect. ^ 

The influence of the Chinese Consortium made itself felt 
in the Shantung agreement which was a by-product of the 
Washington Conference. The negotiations between China and 
Japan regarding Shantung were attended first by Secretary of 
State Hughes and Sir Arthur Balfour, later by other American 
and British representatives. The result was an arrangement 
which deprived America's chief rival in the Far East of an 
important strategic base, and turned over some of the conces- 
sions which Japan had monopolized to the Consortium. The 
agreement between China and Japan provided for the restora- 
tion of Shantung to China and the withdrawal of Japanese 
troops from the province. China was also to buy from Japan 
the Shantung railway running from Tsingtao to Tsinanfu with 
money borrowed from Japan for a term of fifteen years.^ 
However, it was agreed that "the concessions relating to the 
two extensions of the Tsingtao-Tsinanf u, namely the Tsinanfu- 
Shunteh and the Kaomi-Hsuchowfu lines, will be thrown open 
for the common activity of an international financial group." ^ 
As the Consortium has a monopoly on Chinese loans, American 
bankers may become heavily interested in these railway ex- 
tensions. 

America's openly declared aim of achieving ascendency in 
the Pacific, which has been rigorously pursued by the inseparable 
combination of finance and diplomacy, has brought her into 
collision again and again, first with Russia and Japan, and later 
with Japan alone. As far back as 1907 Baron Kaneko declared : 
"We must do our utmost in disputing this command of the 
Pacific with the United States, and also do our best in the 
control of the Far Eastern markets."^ More recently (1919) 
Prof. John Dewey, returning from the Far East, wrote: 

i"New York Times/' April 16, 1923, p. 3:1. 

2U. S. Congress, (iy\2\ "Sen. Doc." 126, pp. 125-31. 
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"In the interests of truth it must be recorded that every resident 
of China, Chinese or American, with whom I have talked in the 
last four weeks has volunteered the belief that all the seeds of a 
future great war are now deeply implanted in China." ^ 

Japan looks upon the Far East as her exclusive economic 
empire. She has developed an Asiatic Monroe Doctrine pro- 
claiming "Asia for the Asiatics." Her attempt to keep Mon- 
golia and Manchuria out of the operations of the new Consor- 
tium were in effect part of her struggle to reserve for herself 
exclusive economic domination in the Far East much as the 
United States reserves to herself the exclusive right to dominate 
the Western Hemisphere. The pressure brought to bear by 
the Morgan group and the State Department for Japan to 
withdraw her claims were a challenge to Japanese imperial 
plans. 

II. The Near East Sphere of Influence 

American investments in the Near East, chiefly in tobacco 
and oil, have turned that section of the world into an American 
"sphere of influence." The extent to which the government at 
Washington has been willing to back up American investors 
in that region is described in the following statement issued 
by 'the United States Bureau of Naval Intelligence. 

"We have extensive interests in the Near East, especially in 
tobacco and petroleum. Early in 191 9 several American destroyers 
were ordered to Constantinople for duty in the Near East. . . . 
The possible development of the economic resources of this part of 
the world were very carefully investigated by representatives of 
American commercial interests. These representatives were given 
every assistance by the Navy, transportation furnished them to vari- 
ous places, and all information of commercial activities obtained 
by the naval officers in their frequent trips around the Black Sea 
given them. . . . The Navy not only assists our commercial firms 
to obtain business, but when business opportunities present them- 
selves, American firms are notified and given full information on 
the subject. . . . One destroyer is kept continually at Samsun, Tur- 

1 Dewey, "China, Japan, and the U. S. A." 
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key, to look after the American tobacco interests at that port. . . . 
The American tobacco companies represented there depend prac- 
tically entirely on the moral effect of having a man-of-war in port 
to have their tobacco released for shipment/' ^ 

One of the naval officers stationed in Turkish waters obtained 
a concession which placed enormous sources of wealth at the 
disposal of American investors. In 1909 this officer, Rear- 
Admiral Colby M. Chester, obtained a preliminary agreement 
from the Turkish Government for the building of a port and 
railways and the exploitation of mines by American capital. 
President Roosevelt fostered the enterprise. On its way home 
from its trip around the world, the American fleet was directed 
to stop at Smyrna and take a number of Turkish officers on 
board "in the interest of the American concession." ^ The at- 
tempts of the Chester interests to have the agreement ratified 
met with serious rivalry from the Bagdad Railway Company, a 
group of German capitalists. Ratification was also delayed by 
the Turkish revolution. In 1910 the grant was signed by the 
new Minister of Public Works, and submitted to the Turkish 
Parliament for ratification. This victory of American over 
German capitalists was due in large measure to the assistance 
of the State Department. 

During the negotiations. Secretary Knox, ready to extend 
"dollar diplomacy" to all spheres in which American finance 
might be interested, informed Admiral Chester of his deep 
interest in the concession; and Assistant Secretary of State 
Huntington Wilson, who arrived in Constantinople in 1909 
to attend the coronation ceremonies of the new Sultan, publicly 
stated that the object of his visit was to aid the Chester Claim. ^ 
Furthermore . . . "After the convention was submitted to the 
Turkish Parliament, every Government in Europe, through 
the Chancelleries in Constantinople, recognized the successful 
termination of the contest by sending congratulations to John 
Ridgely Carter, the Acting American Ambassador in Constan- 

iBierstadt, "Great Betrayal," p. 97. 
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tinople, for his diplomatic efforts in securing the concession." ^ 

But again the Chester interests were confronted by diffi- 
culties. In rapid succession Turkey was involved in a war 
with Italy (191 1), in the two Balkan wars of 1912, and finally 
in the World War. These did not affect the plans of the 
Chester group, however. In 191 2 the Ottoman American 
Development Company was organized to exploit the concession. 
The company was organized with the understanding that it 
"would receive the strong backing of the home Government," 
according to Henry Woodhouse, who adds that "no attempt to 
open up trade for American citizens in a foreign country ever 
received more cordial and helpful cooperation from the Federal 
Government than that accorded to the Chester group." ^ 

During the World War, the Chester grant was in abeyance, 
but in 1922 it came to the front again. The Ottoman American 
Development Company was reorganized with General George 
W. Goethals as president. On April 11, 1923, the Turkish 
National Assembly extended the Chester concession and on 
April 30, a convention putting the concession into effect was 
signed at Angora by the Turkish Minister of Public Works 
and by the American company. The new concession was three 
times as large as the old and one of the richest in the world. ^ 

By this agreement, the Chester group is to build three systems 
of railways aggregating 2,714 miles so laid as to interconnect 
with the present railroads. One section is to extend from 
Alexandretta Bay to Harput, then to Arghana, where the 
great copper mines are located, then to Bitlis ; then on through 
Mosul to Kerkuk and to Suleimanieh. To this a section would 
be added to extend from Harput to Sivas by way of Chalty 
and from Harput to Van, crossing two great oil fields. 

The second division is to run from Angora to Sivas to 
Samsun, which is destined to become the outlet and inlet for 
commerce on the Black Sea ; and from Chalty to the Black 
Sea, with a parallel branch from Trebizond to Erzerum. 

1 "Current History Magazine," v. 16, p. 957. 

2 Ibid., p. 958. 

3 Ibid., V. 18, pp. 393-400. 
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The third division is to connect Angora with Samsun by 
way of Yozgad, and the Angora-Sivas line with the Uhr 
Kishla terminal of the Bagdad Railway by way of Cesaria with 
a branch to Sivas and a section to extend from Erzerum to 
Bayezed on the Persian Border.^ In this the American group 
would lay out a network of railways covering the country. 

But more than that, the Chester interests obtained the mineral 
rights to the territory 20 kilometers on each side of the rail- 
roads. These mineral resources are valued at ten billion dol- 
lars. The oil fields of Erzerum, Bitlis and Van are estimated to 
have potentially over eight billion barrels of oil. The Arghana 
copper mines are estimated to have 200 million tons of high 
grade copper ore. These territories are also rich in oil, gold, 
platinum, silver, iron, lead, zinc, tin, mercury, cobalt, manga- 
nese, nickel, antimony, coal and salt.^ 

12. The Struggle for Oil 

In its advance in the Far East American capital met the op- 
position chiefly of Japan; in its attempts to exploit the Near 
East it was bound to collide with Great Britain, which for 
years has had a sphere of influence there. The fate of the 
Chester grant was complicated by the conflict of the Standard 
Oil Company and the British oil interests for the enormously 
rich petroleum area in Mesopotamia. The villayet of Mosul, 
which was included in the Chester grant, was also included in a 
concession obtained before the war by the Turkish Petroleum 
Company, a British concern. In addition, this section was 
marked off as a British sphere of influence by an Anglo-French 
agreement signed during the war, and after the armistice when 
British troops occupied Mosul. By the Treaty of Sevres, 
drawn up by the San Remo Conference of 1920 to settle the 
Turkish question, Mesopotamia, which later became the King- 
dom of Iraq, was made independent. Britain was given a man- 
date over it by the League of Nations. The Mosul area, in- 
cluded in the Chester grant, thus became British territory. 

^For map see "Current History Magazine," v. 17, p. 395. 
2 Ibid., p. 393 ff. 
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Furthermore, at San Remo, France and England signed on 
April 25, 1920, an agreement by which the French were given a 
25 per cent interest in the Turkish Petroleum Company, with a 
concession to the oil rights of Mosul.^ 

At this point, the Standard Oil Company put in its claim for 
a share in the exploitation of the Mosul field on the basis of the 
Open Door Policy. Behind the attempts of Standard Oil to 
penetrate into the fields of the Near East, the entire govern- 
ment machinery at Washington lined up. On March 12, 1920, 
the Senate requested information as to what restriction foreign 
countries were putting upon citizens of the United States "in 
the matter of prospecting for petroleum or in the acquisition and 
development of land containing the same" and what steps the 
Government was taking to secure the removal of these restric- 
tions. During the summer of 1920 a vigorous correspondence 
over the question of oil was carried on between Washington 
and Downing Street. When the news of the San Remo agree- 
ment became public, Secretary of State Bainbridge Colby on 
November 20, 1920, dispatched a protest to Great Britain 
against the exclusion of American interests from mandates 
established under the League of Nations, even though the 
United States was not a member of the League.^ Secretary 
Colby maintained that the San Remo oil agreement violated the 
Open Door principle, arid constituted a premature recognition of 
the Turkish Petroleum Company's concessions to which the 
United States Government could not subscribe. Lord Curzon 
replied that the concession in Mesopotamia had been obtained 
by the Turkish Petroleum Company before the war; to which 
Colby countered that "such information as this government has 
received indicates that prior to the war the Turkish Petroleum 
Company . . . possessed in Mesopotamia no right to petroleum 
concessions or to the exploitation of oil.'' ^ The controversy 
became even sharper with the inauguration of the Harding 

1 Great Britain, "Miscellaneous," no. 11 (1920). "Political Science 
Quarterly," v. 39, pp. 265-279. 

2 "London Times," April 6, 1921, p. 9. 
•Davenport and Cooke, "Oil Trusts," p. 103. 
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administration. The State Department also made strenuous 
efforts to open up Palestine to the Standard Oil Company, which 
had claims there, and also carried on a struggle with the British 
Foreign Office over the oil fields in Djambi — again in behalf 
of Standard Oil.^ The Department even went so far as to de- 
mand on February i, 1921, that the League of Nations Council 
which was meeting in Paris reconsider the question of the man- 
dates over former German colonies. Meantime, the Standard 
Oil Company was carrying on private negotiations with the oil 
magnates in London with the result that in July, 1922, the Amer- 
ican trust was offered a share in the Turkish Petroleum Com- 
pany.2 Thus Mosul was now contested by the Turkish Pe- 
troleum Company, in which the Standard Oil Company had a 
hand, and by Chester's Ottoman American Development Com- 
pany. To cap the climax, the Turks demanded back the oil 
fields not only of Mosul, but of two other fields comprised 
in the Chester grant; while the French produced a pre-war 
claim to a railway from Samouv to Sevas, also included in the 
Chester grant. The validity of the Turkish Petroleum Com- 
pany's claims depend, in part, on the final disposition of Mosul.* 
The first Lausanne Conference, which met from November, 

1922, to February, 1923, was devoted primarily to straightening 
out conflicting oil claims in the Near East. On behalf of the 
Standard Oil Company, the State Department had already in- 
voked the Open Door Policy. Now, at the Lausanne Confer- 
ence, Richard Washburn Child, the American ambassador at 
Rome, who attended as an "unofficial observer," declared that 
the American Government once more repudiated the San Remo 
agreement and would "protect its rights and assure the Open 
Door." The Conference settled very little and another con- 
ference was called at Lausanne lasting from April until July 

1923. The convening of this Conference was marked by the 
public announcement that the Chester grant had received its 

lU. S. Congress, 68:1; "Sen. Doc." 97. 

2L'Espagnol, *'WorId Struggle for Oil," p. 170. "Political Science 
Quarterly," v. 39, p. 275. 
3 Ibid., p. 276. 
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final approval by the Angora Government. Mosul again be- 
came the battleground of the Anglo-American-French interests 
united in the Turkish Petroleum Company and the Chester 
group. The State Department officially threw its support to 
the American interests by instructing its "unofficial" represent- 
ative at the conference, Joseph C. Grew, to reaffirm that the 
United States did not .recognize the validity of the Turkish 
Petroleum Company's concession. 

Secretary Hughes at this time denied that the Chester group 
"had been promised moral or political endorsement or have re- 
ceived assurances that in the event of any dispute this Govern- 
ment would be bound to defend the validity of the concession." ^ 

Recent reports indicate that after a two-year fight between 
American and British investors in the Ottoman American 
Development Company, control has been definitely vested in 
the hands of Americans headed 'by Admiral Chester and his 
sons. Of the Company's stock, 3,000 shares are in the hands 
of Americans as against 7,000 shares controlled by British in- 
terests. Negotiations are being conducted for taking over most 
of the 7,000 shares, giving the Chester group almost 1,00 per 
cent control of the company. The company's concession hav- 
ing been approved by the Angora Government, the Chester 
group is planning to carry out its plans for building the Bag- 
dad Railway, and to work its oil and mineral claims.^ 

In March, 1925, it was officially announced that the cabinet of 
the Kingdom of Iraq had signed an agreement with the Turk- 
ish Petroleum Company granting it a concession to exploit the 
oil fields in Mosul and Bagdad for seventy-five years. The 
negotiations begun in 1922 to admit American groups into the 
Turkish Petroleum have been completed. As the company is 
organized at present it consists of the Anglo-Persian group with 
25 per cent of the stock; the French groups, 25 per cent; the 
Royal and Shell, 25 per cent; The Standard Oil Co. and the 
Sinclair Consolidated Oil Corporation, 25 per cent.^ Thus the 

1 "Current History Magazine," v. 19, p. 485. 

2 "New York Times," May 28, 1925, p. 29:2. 

3 "Investor's Review," v. 48, p. 2yz, 
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Chester group and the American Oil groups have definitely 
established a sphere of influence in the Near East. 

13. An International Trust 

The policy of cut-throat competition for "spheres of in- 
fluence'* in the Far East has been replaced py the American 
policy of an international trust for the exploitation of China. 
In this trust, known as the Chinese Consortium, the American 
group of bankers plays the leading role owing to America's 
dominant economic position in the world. This trust will handle 
all future loans and concessions in China. It has been backed up 
by the Nine Power treaties signed at the Washington Arms 
Conference. This attempt at the financial annexation of China 
by the Morgan group of banks will leave the United States and 
Japan dominant rivals in the Far East. 

In the Near East, the State Department has succeeded in 
opening a sphere of influence for the Standard Oil Company. 
In addition American warships are stationed there to assist 
American traders and investors. Again an international trust 
of British, French and American interests has been formed, in 
the shape of the Turkish Petroleum Company, for the ex- 
ploitation of Near Eastern oil fields. 

"It is surely obvious," wrote Franklin K. Lane, former 
Secretary of the Interior, in 1920, "that if not only nationals, 
but States themselves, represented by Governments, take part 
in economic competition, and turn themselves into business 
houses or manufacturing firms, there is no hope of appeasing 
the conflicts which will constantly arise from commercial 
rivalry." ^ 

1 L'Espagnol, "World Struggle for Oil," p. 183. 



IV 
POLITICAL ''REGULATION" 

1, Economic and Strategic Bases 

Investing nations seeking to protect economic interests fre- 
quently find themselves in a position where economic and stra- 
tegic considerations lead them to interfere in the internal affairs 
of undeveloped and weak countries. This interference may 
be the work of private investors or government officials, or of 
both investors and officials. Relations between European em- 
pires and the continents of Asia and Africa during the past 
sixty years furnish numerous illustrations of the principle.^ 
Within the past generation the same principle has been re- 
peatedly demonstrated in the annals of United States diplomacy. 

Interference with the internal politics of foreign states which 
does not extend to the point of military intervention and oc- 
cupation can best be described by the term "regulation. *' ^ 

Among the considerable number of instances in which the 
United States has ''regulated" without resorting to military 
intervention and occupation, the Hawaiian Revolution of 1893, 
the Panama Revolution of 1903 and the Mexican revolutions 
following 191 1 are outstanding cases. 

2. The Hawaiian Revolution of i8p^ 

Hawaii has long been an object of American enterprise. In 
1875 a reciprocity treaty was drawn up under which certain 
grades of Hawaiian sugar were admitted free to the United 
States.^ The results of this treaty were immediate. Before 
its signing, the imports of Hawaiian sugar had never amounted 

■I Woolf, "Economic Imperialism," pp. 40-88. 
2Blakeslee, "Mexico and the Caribbean," p. 199 ff. 
^U, S, "Treaties, Conventions, etc., 1776-1909," v. i, pp. 915-917. 
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to 20 million pounds in any year. ''They touched that figure 
the first year. Thereafter the rate of increase was extraor- 
dinary. ... By 1882, the imports exceeded 100 million 
pounds; by 1887, 200 milHons." ^ The effect of the reciprocity 
treaty was to place the Hawaiian planters fiscally on a parity 
with the planters of Louisiana, and as the land of Hawaii was 
peculiarly adapted to the raising of sugar, the Hawaiians had 
a constant advantage over their American competitors. 

Business men were quick to seize this advantage. *The 
planters who reaped the high profits were chiefly Americans." ^ 
It was they who held the dominant place in the economic affairs 
of Hawaii. 

The McKinley Tariff Act of 1890 put sugar on the free list, 
forcing Hawaiian planters to compete directly with Cuba, 
Java and Brazil. Hard times for the islands immediately 
followed. After the passage of the McKinley Act, the price 
of raw sugar in Honolulu fell in one day from $100 to $60 
per ton. The value of sugar lands and of sugar stocks dropped 
correspondingly. United States Minister Stevens, reporting on 
the situation, writes under date of November 20, 1892: "The 
loss to the owners of the sugar plantations and mills . . . has 
not been less than $12,000,000, a large portion of this loss fall- 
ing on Americans residing here and in California. Unless 
some positive measures of relief be granted, the depreciation 
of sugar property here will continue to go on. Wise, bold 
action by the United States will rescue the property holders 
from great losses." ^ 

Two moves were necessary for the restoration of Hawaiian 
prosperity. One was the annexation of Hawaii to the United 
States. The second was the imposition of a duty on the sugar 
that was competing with the Hawaiians for the United States 
market. 

American commercial interests in Hawaii were ready for 
joint action aiming to establish a United States protectorate or 

1 Taussig, "Some Aspects of the Tariff Question," p. 59. 

2 Ibid., p. 60. 

3U, S. "Foreign Relations," 1894; ''Appendix," II, pp. 382-3. 
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to secure recognition. It was therefore easy to mobilize Amer- 
ican public opinion in Hawaii about a Committee of Public 
Safety, which was organized in January, 1893, under the chair- 
manship of Chief Justice Dole who had resigned his official 
post in order to act with the Committee.^ 

United States Minister Stevens, who had been in consulta- 
tion with representatives of the Committee, requested the State 
Department to station a naval vessel at Honolulu to protect 
American life and property. On January 16, 1893, at the 
direction of Mr. Stevens, the commander of the Boston landed 
marines.^ Immediately the Governor of the Island of Oahu 
and the Minister of Foreign Affairs addressed official com- 
munications to the United States Minister, protesting against 
the landing of troops "without permission from the proper 
authorities." In reply, Minister Stevens assumed full respon- 
sibility. 

On the day following the landing of the marines, the Com- 
mittee of Safety proceeded to the government building, and 
there, under cover of the guns of the United States marines, 
who were drawn up to protect the Committee against possible 
attack, a proclamation was read, abrogating the Hawaiian mon- 
archy and declaring a provisional government to exist "until 
terms of union with the United States have been negotiated and 
agreed upon." Within an hour after the reading of this proc- 
lamation, and while the Queen and her government were still 
in authority, and in possession of the palace, the barracks, and 
the police station, the United States Minister accorded the 
Provisional Government his recognition.^. 

Commissioners came at once to the United States, found 
President Harrison and Secretary of State Foster friendly to 
the new government, drew up a treaty of annexation, signed 
it and presented it to the Senate on February 15 — one month 
after the outbreak of the revolution. On March 4, the Cleve- 
land Administration took office, withdrew the treaty from the 

lU. S. "Foreign Relations," 1894; "Appendix/' II, p. 387, 

2 Idem. 

3 Ibid., p. 388, 
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Senate, and made an investigation of the whole affair. While 
there was some dispute as to detail, there was agreement on the 
main facts .^ 

A long fight ensued between the "expansionists" and the 
"anti-^expansionists." Hawaii was finally annexed by joint 
resolution during the heat of the Spanish-American War (July 
7, 1898). But in the meantime, in 1894, the Wilson Tariff 
Act again imposed a duty on sugar, and as Hawaiian sugar was 
admitted free, prosperity was restored to the islands. "Sugar 
growing, which had barely held its own from 1890 to 1894, now 
resumed its upward march. New plantations were opened, 
old ones enlarged their output, more and more sugar was poured 
into the United States, and the islands again boomed." ^ 

Historians treat this revolution quite frankly as an American 
enterprise. "In Hawaii the more influential and the prop- 
ertied classes supported the revolution and desired annexation. 
In the United States the desire for expansion was stimulated 
by the fear that some other nation might seize the prize." ^ "A 
revolution, largely fomented by American interests there," 
writes Prof. C. A. Beard.* The revolutionists themselves, de- 
clare that "of the capital invested in the islands, two-thirds is 
owned by Americans," and that "the revolution was not the 
work of filibusterers and adventurers, but of the most conserv- 
ative and law-abiding citizens, of the principal tax-payers, the 
leaders of industrial enterprises, etc." ^ United States Minis- 
ter Stevens confirmed this point of view by referring to the 
leaders of the revolution in this language: "four highly re- 
spectable men, with Judge Dole at the Head. . . . P. C. Jones 
is a native of Boston, Mass., wealthy, possessing property in- 
terests in the islands, and a resident here for many years." * 

A well organized revolution, sponsored by American business 

lU. S. Congress, 52:2; "Sen. Ex. Doc." ^6. 

2 Taussig, supra, p. ^Z- 

3 Lingley, "Since the Civil War," p. 295, 

* Beard, "Contemporary American History," p. 203. 
«* Hawaiian Branches of the Sons of the American Revolution, etc., 
"Address." 
«U. S. "Foreign Relations," 1894; "Appendix," II, p. 387. 
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men, supported by the United States diplomatic representative 
and bulwarked by a new tariff act, were in their combination, 
sufficiently efficacious to prevent the heavy property losses which 
Mr. Stevens had foreseen. 

3. The Panama Revolution 

A second illustration of the principle of "regulation" may be 
found in the episodes surrounding the Panama Revolution of 
1903. Efforts to build a canal across the Isthmus of Panama 
had covered centuries. The French who had made an ambitious 
attempt to compass the task were finally defeated by disease and 
by shortage of funds. After much negotiation with Colombia 
and after an arduous debate over the relative merits of the 
Panama and Nicaragua routes, Congress authorized the Presi- 
dent to negotiate for a canal across the Isthmus of Panama. If 
this proved impossible, within a reasonable time the President 
was authorized to use the Nicaragua route. The treaty, pre- 
pared in accordance with this act, and ratified by the Senate, 
provided that the United States should pay Colombia ten mil- 
lions of dollars for a perpetual lease on a six mile strip through 
which the canal was to be built.^ The Colombian Congress, 
after a lengthy special session, called for the purpose of ratify- 
ing the treaty, adjourned without action on October 31, 1903. 

Long before the adjournment it was quite evident that no 
action would be taken, and many of the people of Colombia, 
and particularly of the State of Panama were outspoken in 
their denunciation of the Congressional failure. Two of the 
foremost citizens of the Isthmus, Jose Agustin Arango and 
Dr. Manuel Amador Guerrero, conferred with Captain J. R. 
Beers, freight agent of the Panama Railroad, as to the desirabil- 
ity of organizing a revolution. After this conference Dr. 
Amador went to Washington and met Secretary Hay. At the 
same time Philippe Bunau-Varilla, former chief engineer of 
the French canal company, arrived in New York and agreed to 
the revolutionary project.^ Amador then returned to Panama, 

i Johnson, "Four Centuries of the Panama Canal," ch. IX, 
2 Ibid., pp., 162-171. 
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but his friends were evidently not yet convinced of the determi- 
nation of the United States to see matters brought to a focus. 

A. M. Beaupre, United States Minister at Bogota, notified 
Secretary Hay on October 31 that the Colombian Congress had 
adjourned without ratifying the treaty, adding: "The people 
here in great anxiety over conflicting reports of secession move- 
ments in the Cauca and Panama." Two days later in a letter, 
he reiterated his statement regarding the anxiety felt in 
Colombia over the possibility of an insurrection in Panama.^ 

Meanwhile events had moved with dramatic rapidity on the 
Isthmus. November 2 the Acting Secretary of the Navy wired 
to the Commander of the Nashville at Colon : "Prevent landing 
of any armed force, either Government or insurgent with 
hostile intent." At the same time messages were sent to three 
other war vessels: "Maintain free and uninterrupted transit. 
If interruption is threatened by armed force, occupy the line 
of railroad. Prevent landing of any armed force, either 
Government or insurgent, with hostile intent at any point within 
fifty miles of Panama. If doubtful as to the intention of any 
armed force, occupy Ancon Hill strongly with artillery. . . . 
Government force reported approaching the Isthmus in vessels. 
Prevent their landing if in your judgment landing would 
precipitate a conflict." ^ Thus on the day before the revolu- 
tion was scheduled to take place, the United States Navy was 
fully instructed to prevent the Colombian Government forces 
from landing on the Isthmus. 

Meanwhile preparations had been made for the revolution 
to take place at Panama. The prospective rebels seem to have 
hesitated at the last moment, however, and Acting Secretary of 
State Loomis wired from Washington to Ehrman at Panama : 
"Uprising on Isthmus reported. Keep Department promptly 
and fully informed." This message was sent at 3 :4o p. m. 
That evening a reply was received from Ehrman at 8:15 : "No 
uprising yet. Reported will be in the night. Situation is 
critical." Two hours later another telegram came from 

1 U. S. "Foreign Relations," 1903, p. 218, 221, 233 ff. 
2 Ibid., p. 247. 
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Ehrman : ''Uprising occurred tonight, 6 ; no bloodshed. Army 
and navy officials taken prisoners. Government will be organ- 
ized tonight." At Ii:i8 on the same night, Loomis directed 
Ehrman to "act promptly" in preventing Colombian troops from 
proceeding from Colon to Panama.^ 

On the same day 400 Colombian troops had disembarked at 
Colon. The officers, going at once to Panama, had fallen into 
the hands of the insurgents. Colon was in such complete 
ignorance of the situation at the other end of the railroad line 
that Commander Hubbard of the Nashville wired to the Secre- 
tary of the Navy on November 3 : "No revolution has been de- 
clared on the Isthmus and no disturbances. ... It is possible 
that movement may be made tonight at Panama." The next 
day he was able to report the establishment of the revolutionary 
government at Panama on the previous evening.^ 

The situation was indeed critical for the insurgents, who 
had neither army nor equipment. Colombian troops were at 
Colon in force, and the Colombian Government was making 
every effort to raise an emergency army to quell the rebellion. 
The United States Navy handled the matter with rare tact. 
They persuaded the troops at Colon to re-embark and sail for 
home, and a vessel, approaching Panama with additional troops, 
was prevented from landing and turned back to Cartahena. 

Beaupre, United States Minister in Bogota, had an anxious 
time of it. On November 4 he had reported the insurrection to 
the State Department, and on November 6 he had notified the 
Department that General Reyes, clothed with special powers, 
wished to know whether the United States was prepared to assist 
Colombia to preserve her sovereignty on the Isthmus. If the 
United States would permit Colombia to land troops on the 
Isthmus, General Reyes offered either to declare martial law and 
ratify the treaty by a decree, or else to call another session of 
Congress, as the United States might desire. Again, on Novem- 
ber 7 Beaupre telegraphs that Reyes has full powers, and is 

^U. S. "Foreign Relations," 1903, p. 231. 
2 Ibid., pp. 249-250. 
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insistent on knowing whether the United States will co-operate 
with- him to maintain sovereignty on the Isthmus in accordance 
with the Treaty of 1846, Article 35.^ 

The offer came too late. Already the United States had made 
its decision. On November 6, three days after the outbreak 
of the revolution, Secretary Hay wired to Beaupre: "The 
people of Panama having, by an apparently unanimous move- 
ment, dissolved their political connection with the Republic 
of Colombia and resumed their independence, having adopted 
a government of their own, republican in form, with which the 
Government of the United States of America has entered into 
relations, the President of the United States, in accordance 
with the ties of friendship which have so long and so happily 
existed between the respective nations, most earnestly commends 
to the Governments of Colombia and of Panama the peaceable 
and equitable settlement of all questions at issue between 
them." 2 

Beaupre did not seem to understand. Again he wired to 
ask whether Reyes would be free to conduct operations in Pan- 
ama. Hay replied on November 11 that General Reyes would 
get "a courteous reception and considerate hearing. It is not 
thought desirable to permit landing of Colombian troops on 
Isthmus, as such a course would precipitate war." Then, later, 
"I telegraphed you on November 6 that we had entered into 
relations with the provisional government." There was nothing 
left for Colombia to do but to lodge a protest and a threat to 
sever diplomatic relations.^ 

The process of recognizing the new Republic of Panama 
went through with astonishing smoothness and unparalleled ex- 
pedition. On November 6, three days after the outbreak of the 
revolution, Acting Secretary Loomis notified Ehrman at 
Panama that : "When you are satisfied that a de facto govern- 
ment, republican in form, and without substantial opposition 

lU. S. "Foreign Relations," 1903, pp. 224-6. 

2 Idem. 

3 Ibid., pp. 22&-9. 
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from its own people, has been established in the State of 
Panama, you will enter into relations with it as the responsible 
government of the territory." ^ 

On the same day, November 6, Ehrman advised the Secretary 
of State that Philippe Bunau-Varilla had been appointed Envoy 
Extraordinary and Minister Plenipotentiary to the United 
States. The following day, November 7, Bunau-Varilla, from 
New York, advised Secretary Hay of his appointment, and 
added: *'In extending her generous hand so spontaneously to 
her latest born, the Mother of the American Nations is prose- 
cuting her noble mission as the liberator and the educator of the 
peoples. In spreading her protecting wings over the territory 
of our Republic the American Eagle has sanctified it.*' Secre- 
tary Hay replied immediately, and on November 13, ten days 
after the outbreak of the revolution of November 3, 1903, 
President Roosevelt officially received Bunau-Varilla as a rep- 
resentative of Panama.^ 

The haste of the recognition, and the other circumstances 
surrounding the incident lent colour to the rumour that the 
whole affair had been arranged by the United States. President 
Roosevelt had added fuel to the flames of this controversy by 
writing to Dr. Albert Shaw on October 10, 1903 : "I cast aside 
the proposition at this time to foment the secession of Panama. 
Whatever other governments can do, the United States cannot 
go into the securing, by such underhand means, the cession. 
Privately, I freely say to you that I should be delighted if 
Panama were an independent state, or if it made itself so at this 
moment." ^ 

Seven years later, at Berkeley, Cal., in a speech dealing 
with his official acts, Mr. Roosevelt is reported to have described 
the Panama episode in these picturesque terms : *1 am inter- 
ested in the Panama Canal because I started it. If I had fol- 
lowed the traditional conservative methods, I would have sub- 
mitted a dignified state paper of probably two hundred pages to 

^U. S. "Foreign Relations,*' 1903, p. 233. 

2 Ibid., p. 234, 240, 245. 

3 "Literary Digest," v. 29, p. 551. 
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the Congress and the debate would have been going on yet. But 
I took the Canal Zone and let the Congress debate, and while 
the debate goes on, the Canal does also." ^ 

A storm of public discussion followed this speech and by 
way of clarifying the issue, President Roosevelt wrote : "I was 
prepared, if necessary, to submit to Congress a recommenda- 
tion that we should proceed with the work in spite of Colombia's 
opposition, and indeed had prepared a rough draft of a Message 
to that effect." Then came the rejection of the Treaty by the 
Colombian Congress. "If I had observed a judicial inactivity 
about what was going on at the Isthmus, had let things take 
their course, and had then submitted an elaborate report thereon 
to Congress, I would have furnished the opportunity for much 
masterly debate in Congress, which would now be going on 
— and the Canal would still be fifty years in the future." He 
then describes the events of the revolution, and adds: "We 
recognized the Republic of Panama. Without firing a shot 
we prevented a civil war. We promptly negotiated a treaty 
under which the Canal is now being dug. ... Be it remem- 
bered that unless I had acted exactly as I did act there would 
now be no Panama Canal. It is folly to assert devotion to an 
end, and at the same time to condemn the only means by which 
the end can be achieved." ^ The doctrine that "the end justifies 
the means" never was more emphatically stated.^ 

"Our government hastened to take advantage of what the 
gods had brought," writes Prof. Paul L. Haworth.* "Three 
days after the revolt began, Secretary Hay cabled the American 
consul at Panama to recognize the de facto government, and a 
week later President Roosevelt formally received M. Bunau- 
Varilla as envoy extraordinary and minister plenipotentiary 
of the Republic of Panama. A few days later (November 18), 
Hay and Bunau-Varilla signed a treaty by which Panama 
promised to cede perpetual control of a zone ten miles wide 

1 "Washington Post," Mar. 24, 191 1. 

2 "Outlook," V. 99, pp. 314-318. 

3 "I Took the Isthmus." 

^Haworth, "United States in Our Own Times," p. 306. 
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across the Isthmus, while the United States agreed to pay 
therefor $10,000,000 down and an annuity of $250,000, begin- 
ning nine years thereafter.*' 

Less than three weeks after the adjournment of the Colom- 
bian Congress, the Panama Revolution had occurred "with the 
sympathy if not the support of the American administration." ^ 
The revolutionary government had been recognized by cable; 
a treaty had been drawn up and signed. Most of these events 
occupied only fifteen days.^ 

4. Mexico, Diaz and Oil 

The Hawaiian Revolution of 1893 and the Panama Revolu- 
tion of 1903 lie so far in the past that they have become an 
accepted part of American history. So well authenticated are 
the facts in each of these cases that they might serve as a 
formidable precedent for the "regulation'* of the internal politics 
of weak neighbours by American interests. However, the 
''regulation" of Mexican affairs between 1910 and 191 7 fur- 
nishes ample and contemporary evidence of the manner in which 
both American economic interests and the officials of the Federal 
Government interfere with the internal life of a neighbouring 
state whose resources and capital are extensively held by United 
States investors. 

The ambitions of Napoleon IH for a Latin-American Empire 
collapsed in 1867. During the next forty years, relations 
between the United States and Mexico grew, both in friendliness 
and understanding, until they culminated in the general arbitra- 
tion treaty of 1908.^ In 1910 this good feeling took the form 
of a personal meeting at the international boundary between 
President Taft and President Diaz. The next year the 
"Mexican controversy" was precipitated by the Madero Revolu- 
tion. 

Under the administration of Diaz, Mexico enjoyed peace 
and a superficial prosperity, but the chief beneficiaries of this 

^ Beard, "Contemporary American History," p. 278. 

2U. S. Congress, 63:2; "Sen. Doc." 471. 

^U. S. "Treaties, G>nventions, etc.," v. i, p. 1204. 
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prosperity were wealthy Mexican and foreign corporations. 
^'Mexico was rich, but the Mexicans were poor/' ^ Diaz built 
the edifice of his power upon concessions which were granted to 
those who had the means to carry forward the development of 
Mexico's immense natural resources. As a matter of course, 
much of this surplus capital came from foreign investors. 
In 191 1 capital investments in Mexico were estimated as 
follows: British, $321 million; French, $143 million; United 
States, $1,058 million; Mexican, $793 million; all others, 
$119 million.^ 

When Diaz came to power in 1876, Mexico was a feudal 
state in which single landowners held tracts that included 
hundreds of thousands or even millions of acres, upon which 
the peon or serf population did the work. The granting of 
concessions to railroad, mining and other business enterprises 
helped in the establishment of a class of business men in 
the north and east of Mexico where most of the industrial 
development was taking place. Francisco Madero, who was 
the titular leader of the Revolution of 191 1, was a member of 
this business class, and it was from this business class that he 
secured his siipport in the earlier stages of the revolution. 

However inevitable may have been the break between the 
great landowners and the business group, it might have been 
postponed for a time but for the discovery of oil along the 
Gulf Coast, in the neighbourhood of Tampico and of Tuxpan. 

Edward L. Doheny and a group of American capitalists had 
secured the Hacienda del Tulillo in 1900. This estate covered 
280,000 acres, and was bought for $325,000. Later, the same 
men obtained an adjoining 150,000 acres. "The first oil ever 
produced or used in Mexico in substantial quantities" came 
from a well at Ebano which began to flow on May 14, 1901. 
Most oilmen were skeptical as to the possibilities of this new 
field, but Mr. Doheny tells in detail how he believed, per- 
severed, and finally won a fortune.^ 

1 Ogg, "National Progress," p. 286. 

2U. S. Congress, 66:2; "Sen. Doc." v. 10, p. 3332, 

3 Ibid., V. 9, pp. 209-214. 
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An idea of the value of the Mexican oil field is suggested 
by Clarence W. Barron. "The average California oil well 
will yield from loo to 200 barrels per day, and 600 barrels 
is a big well." ^ The California yield is far above the 
average for the oil industry of the United States. Compared 
with these figures, the Mexican yields were staggering. Casi- 
ano No. 7 started with a production of about 70,000 barrels 
a day on September 10, 1910. The well was partially shut 
down under a pressure of 285 pounds per square inch, and 
then produced 25,000 barrels a day. *Tt was nine years old 
yesterday, and is flowing at the same rate that it did when 
it first came in. It has produced over 100,000,000 barrels of 
oil." ^ Wells in the United States are ordinarily pumped. 
Mexican oil flows out under pressure. Cerro Azul, which has 
been called the greatest oil well in the world, ran 1,400,000 
barrels before it could be capped, and then, under a back 
pressure of 900 pounds, the well produced between 45,000 and 
50,000 barrels per day.^ At that time Cerro Azul had been 
flowing for more than three years. Mr. Doheny also testified 
that a well drilled in 1904 "is still capable of producing about 
800 barrels of oil per day after 15 years of continuous 
flowing." * 

A glance at the figures of oil production gives an excellent 
idea of the spectacular rise of petroleum from a position of 
insignificance to the first place among Mexican industries. The 
first oflicial records show a production of 220,650 barrels in 
1904. The next year's production increased only a little; in 
1906, it passed the million barrel mark; in 1909 it stood at 
3,332,807 barrels. The next year it quadrupled: 14,051,643 
barrels in 1910. Year by year this increase continued until pro- 
duction touched 25,902,439 barrels in 1913. Within a decade 
Mexico had risen from a position of no importance in the oil 
world, to be, next to the United States, the largest producer of 

1 Barron, "Mexican Problem," p. no. 

2U. S. Congress, 66:2; "Sen. Doc." v, 9, p. 230. 

3 Ibid., pp. 293-4. 

*Ibid., p. 216. 
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petroleum. By 1920 Mexican production exceeded the com- 
bined production of all oil fields in the world outside of the 
United States.^ By 1910, therefore, it was evident that the 
oil fields of Mexico were one of the richest economic prizes in 
the world. 

It was during these same years — 1905-1915 — that the devel- 
opment of the internal combustion engine and the use of fuel oil 
under marine boilers had led British statesmen and business 
men to undertake a worldwide quest for oil reserves.^ The 
Doheny interests soon had powerful rivals. Doheny was first 
in the field, however, and by the time his important rivals were 
in a position to compete with him, he was in virtual control of 
the Mexican oil market. 

Lord Cowdray had come to Mexico to carry out certain 
harbour improvements for the Mexican Government. In the 
course of this work, he became interested in oil concessions, 
and Diaz, who was personally friendly to Lord Cowdray, and 
who pursued a shrewd policy of balancing one foreign interest 
against another to prevent anyone from exercising a dominating 
influence over Mexican affairs, made it possible for Lord 
Cowdray to secure oil concessions that made him a serious 
competitor of the American interests.^ 

The favours that Diaz was showing Lord Cowdray boded 
ill for the American oil interests in Mexico, and when, in 1910, 
Diaz was elected President for the eighth time, it seemed certain 
that the British interests in the Mexican oil fields would win 
a decisive advantage over all of their rivals. 

But Diaz had reckoned without the new class of business 
men that the industrial development of Mexico had called into 
being. One of these men, Francisco Madero, had contested the 
election of 1910 against Diaz; had been "counted out" by the 
Diaz machine, and had thereupon started a revolution against 
Diaz with the demand that Diaz either resign or permit a fair 

1 "Mineral Industry" 1923, pp. 494-95. 
2Delaisi, "Oil," chs. II and III. 

»U. S. Congress, (^\2\ "Sen. Doc." V. 10, p. 2532 ff. "World's 
Work," V. 27, pp. 289-298. 
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election.^ Since Diaz would do neither, Madero headed a 
revolution which had soon spread over the whole northern 
area of Mexico. 

All of the forces were present to create a revolution against 
the Diaz regime: a discontented, exploited, landless peasantry; 
a newly developed and hampered business class seeking to take 
power from the hands of the aristocracy, and a serious clash of 
interests between the British and American oil companies. 
Then, too, Madero developed surprising strength. Ogg noted 
that he was **rich enough to bring his cause prominently before 
the people.*' ^ 

There has been considerable discussion as to the source of 
this wealth. It seems to be agreed on all hands that the 
Madero family were well-to-do economically, but it is also true 
that the accounting presented by the Madero family to the 
Government, and paid out of the public treasury after Madero 
came into power, showed expenses of nearly three-quarters of 
a million dollars (Mexican) on behalf of the revolution. The 
Washington representative of the Maderistas places the amount 
at about $600,000.^ 

At the time of the revolution charges were freely made that 
the money came in part from American oil interests. These 
charges were repeated before the Senate Foreign Rela- 
tions Committee by some of the men who had been close to 
Madero. 

Juan Pedro Didapp testified ^ regarding accusations brought 
against Madero by the Diaz party and two of the men who 
fought with Madero testified as to their understanding of the 
source from which the funds for the revolution were coming. 
One of these men, Lawrence F. Converse of Los Angeles, a 
23 year old captain in the Madero army, acting as courier, 
gave this testimony .° 

^Ogg, "National Progress," p. 287. 

2 Idem. 

8 U. S. Sen. For. Rel. Com., "Revolutions in Mexico," 1913, P- 750. 

*Ibid., p. 462. 

6 Ibid., pp. 104-5. 
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Senator Smith: Did you have any occasion to know whether 
he was receiving pecuniary assistance from here? 

Mr. Converse: I know this,— that Abraham Gonzales 

Senator Smith: He is the present governor of Chihuahua? 

Mr. Converse : Yes ; and Braulio Hernandez, who was provisional 
secretary of state in Madero's revolution and later secretary of 
state of Chihuahua, and Mr. Madero himself, told me that as soon 
as the rebels made a good showing of strength several leading 
bankers in El Paso stood ready to advance him — I believe the 
sum was $100,000; and these same men told me also that the 
Standard Oil interests had bought bonds of the provisional gov- 
ernment of Mexico. 

Senator Smith: In large quantities? 

Mr. Converse : I do not know the quantities, but I know they said 
that the Standard Oil interests were backing them in their revo- 
lution. 

Senator Smith: Did you learn under what conditions? 

Mr. Converse: I was taken into their confidence as an officer 
on their staff, and the matter came up in the course of conversa- 
tion with them. 

Senator Smith: Was anything said as to what the Standard 
Oil people were to have in return? 

Mr. Converse: They were to have a high rate of interest and 
there was a tentative agreement as to an oil concession in the 
Southern States of Mexico. 

Senator Smith: Were there any other companies that were as- 
sociated with Madero in that enterprise? 

Mr. Converse: Not that I know of. There were none of them 
mentioned. The Standard Oil was the only concern mentioned, 
and the bankers in El Paso. 

Senator Smith : Do you know whether they did receive through 
these banks or other persons any pecuniary aid? 

Mr. Converse : I know that Mr. Madero carried a great quantity 
of cash on his person, as did his officers, and that frequently money 
in large quantities came across the river. 

On the other hand, Mexicans like Jose Vasconselos, who 
were intimately connected with Madero throughout the revolu- 
tion, are emphatic in declaring that there was no American 
money placed at the disposal of the Madero Party. 

Be that as it may, there is no question but that the sentiment 
in the United States was strongly in favour of Madero, and 
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that the United States Government took the earliest opportunity 
of recognizing him. Just how far Madero went in restricting 
British oil interests and in favouring those of the United States 
is also open to some question.^ 

5. Huerta and British Oil 

Madero's regime lasted two years. He was then deposed, 
and subsequently executed by Victoriano Huerta. 

Madero had been looked upon as a friend of the United 
States. After his election in 191 1 he had been recognized 
promptly by the United States, although at no time "did the 
Maderist regime command full support of the Mexican people." 
On March 14, 1912, President Taft had prohibited the pur- 
chase of arms and ammunition in the United States by factions 
which were resisting the tiew government. Despite these good 
offices Madero was overthrown in February, 191 3, by Felix 
Diaz, nephew of the ex-president, and Victoriano Huerta, 
Commander-in-Chief of the Federal Army.^ 

On assuming office, President Wilson found himself facing 
a Mexico torn by civil war, with Huerta in power as represent- 
ative of the feudal landholders, ready to continue the old 
policy of Diaz. Part of this policy was to favour the British 
oil interests headed by Lord Cowdray's syndicate. "That the 
Huerta forces have maintained the Diaz policy of antagonism 
to American oil interests and friendship to Lord Cowdray is 
apparent," one observer stated at that time. "On Lord Cowd- 
ray's own statements, the firm subscribed to three per cent of 
the loan floated by Huerta. ... It is a rich prize for which 
these American and British capitalists are contending. . . .'' ^ 

The nature of the interest which the leading powers held 
at this time in Mexican oil was described by Edward L. Doheny, 
as follows : "Inasmuch as both Germany and Great Britain are 
seeking and acquiring sources of supply for large quantities of 
petroleum, it seems to me that there can be no question but 

^U. S. Sen. For. Rel. Com., "Revolutions in Mexico," 1913, p. 273 ff. 
2 Dgg, "National Progress," p. 288. 
•"World's Work/' v. 27, p. 294. 
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that the United States must avail itself of the enterprise and 
ability and pioneer spirit of its citizens to acquire and to have 
and to hold a reasonable portion of the world's petroleum 
supplies. If it does not it will find that the supplies of 
petroleum not within the boundaries of United States territory 
will be rapidly acquired by citizens and Governments of other 
nations. . . . There are somewhere between 50 and 100 
American companies, large and small, that have holdings of 
supposed oil lands in Mexico, acquired either by purchase or 
lease. . . . This oil field, discovered by Americans . . . having 
a potential daily productive capacity nearly, if not quite, equal 
to that of the United States, having a reasonable oil valuation 
of some billions of barrels, is the source to which the United 
States must look for the supply of petroleum which will justify 
the building of a commercial fleet that can compete for cost 
of operation with any other fleet which the great nations of 
the world may have or construct. . . . Mexico is not the only 
source for petroleum in large quantities, but it has the greatest 
developed and demonstrated supply, and all other probable 
sources of great supply are politically, nationally, and geograph- 
ically less favourably situated than are the American oil holdings 
in Mexico." ^ 

At the same time, the British Government had acquired an 
interest in oil ^ and consequently an interest in Mexico. During 
191 3 and 1 914 the press of both countries freely discussed the 
oil struggle behind the diplomacy of President Wilson and 
Earl Grey. American oil put Madero in as president of Mex- 
ico, the London Mail declared, but British oil interests kept 
Huerta in power.^ Discussions of the Mexican situation turned 
into discussions of oil supplies. "Actually," one American 
review stated in 19 13, "the situation is vitally affected by the 
arrival of the oil-driven battleship in the King's navy. The 
position of Britain as mistress of the seas is at stake. Oil 

1 U. S. Congress, ^ \2 ; "Sen. Doc." v. 9, pp. 255-258. 

2 UEspagnol, "World Struggle for Oil." Davenport and Cook, "Oil 
Trusts." 

3 "Current Opinion," v. 55, p. 396. 
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is king now as cotton was in our civil war. The American 
people may not have realized this new importance of oil. 
Europe is awake to it." ^ 

6. Washington Backs American Oil 

Among those who were firmly convinced that Huerta was 
favouring British oil interests and opposing American oil 
interests were President Wilson and Secretary of State Bryan. 
They believed, according to so intimate an observer as Colonel 
E. M. House, that British oil men "had not only already 
obtained concessions from the Huerta government, but expected 
to obtain others." ^ Lord Cowdray, head of the Pearson syn- 
dicate, and Sir Lionel Garden, the British minister in Mexico, 
were believed by the State Department and President Wilson 
to be intriguing with Huerta for domination of the Mexican 
oil fields. The British have one interest in Mexico, Secretary 
Bryan told a British diplomat, and that's oil. "That*s just 
what the Standard Oil people told me in New York," the 
diplomat replied. "The ideas that you hold are the ones which 
the Standard Oil is disseminating. You are pursuing the policy 
which they have decided on. Without knowing it you are 
promoting the interest of the Standard Oil." ^ Later, describ- 
ing a personal talk with President Wilson about the Mexican 
situation and Lord Cowdray's oil interests. Colonel House wrote, 
"We do not love him, for we think that between Cowdray and 
Carden a large part of our troubles in Mexico has been 
made." * 

7. Woodrow Wilson versus Huerta 

The conviction that Huerta was friendly to British oil interests 
led to a long-drawn-out policy of political intrigue, financial 
strangulation, moral eloquence, and finally armed intervention, 
the consistent aim of which was to drive Huerta from Mexican 

1 "Current Opinion," v. 55, p. 394- 

2 Hendrick, "Life of Page," v. i, p. 206. 

3 Ibid., p. 203. 

4 Ibid., p. 218. 
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politics. Latin Americans who were led by President Wil- 
son's pre-election speeches and writings to believe that during 
his administration they would be free to govern themselves 
without North American interference, were quickly dis- 
illusioned. Huerta overthrew the government of Madero in 
February 191 3. On March 11, seven days after taking office, 
President Wilson declared : "We can have no sympathy with 
those who seek to seize the power of government to advance 
their own personal interests or ambition. We are friends of 
peace, but we know that there can be no lasting or stable peace 
in such circumstances." These words were an intimation that 
the United States was to break for the first time with its policy 
of recognizing Me facto governments. While all the leading 
governments of the world recognized Huerta, President Wilson 
estabhshed a "moral empire" in America by refusing to 
recognize a provisional president who had come into power 
through revolution.^ 

"Thus was marked a new phase of our relations with Mexico. 
It began a period of direct intervention." ^ This refusal to 
recognize Huerta involved "an innovation in our dealings with 
Latin- American states. Hitherto the question of recognition was 
settled on grounds of the new government's strength and prob- 
able permanence." ^ However, this "moral" Monroe Doctrine, 
by which the United States was to regulate Latin-American 
politics through the withholding of recognition, was by no 
means absolute. During the controversy over the recognition 
of Huerta, the United States recognized the government of 
Colonel Benavides in Peru, although this government, like that 
of Huerta, had achieved power through violent revolution.* 

8. President Wilson Intervenes 

Within three months of his accession to the presidency, 
Huerta was face to face with a formidable Constitutionalist up- 

1 "World's Work/' v. 28, pp. 52-58. 

3 "University of California Chronicle," v. 22, p. 51. 

^ Ogg, "National Progress," p. 290. 

*U. S. "Foreign Relations," 1914, p. 1066. 
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rising headed by Carranza, Villa and other powerful chieftains. 
The attitude that President Wilson was taking had convinced 
these men that it was impossible for Huerta to survive, hence 
they hastened to prosecute a cause that seemed destined to sure 
success. 

Having decided to remove Huerta and support the cause of 
the Constitutionalists, President Wilson recalled the American 
ambassador, who had been urging the recognition of Huerta in 
the interests of peace and order, and in his stead sent John 
Lind as confidential agent of the President of the United States 
in the City of Mexico. In presenting this matter to Congress, 
President Wilson said: *The present situation in Mexico is 
incompatible with the fulfilment of international obligations on 
the part of Mexico, with the civilized development of Mexico 
herself, and with the maintenance of tolerable political and 
economic conditions in Central America." 

Lind was therefore instructed to make the following offer to 
Huerta : 

"(a) An immediate cessation of fighting throughout Mexico, 
a definite armistice solemnly entered into and scrupulously ob- 
served ; 

"(b) Security given for an early and free election in which all 
will agree to take part ; 

"(c) The consent of General Huerta to bind himself not to be 
a candidate for election as President of the Republic at this elec- 
tion; and 

"(d)The agreement of all parties to abide by the results of 
the election and co-operate in the most loyal way in organizing 
and supporting the new administration." ^ 

In addition. President Wilson's confidential agent proposed 
that if the Huerta Government acted on these suggestions, the 
government of the United States would recommend to 
American bankers *'the immediate extension of a loan." ^ 
These proposals were rejected by the Huerta regime as a 
humiliating and unnecessary interference in Mexican affairs. 

1 U. S. "Congressional Record," v. 50, pp. 3803-4. 
2U. S. "Foreign Relations," 1913, p. 835. 
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But President Wilson was prepared to interfere even further. 
On August 2y, in a message delivered at a joint session of 
both houses of Congress, he announced that he would "follow 
the best practice of nations in the matter of neutrality by for- 
bidding the exportation of arms or munitions of war of any 
kind from the United States to any part of the Republic of 
Mexico." ^ The message implied that the United States was 
ready to intervene at the proper time, and hinted at the reasons 
for intervention, declaring that "Mexico lies at last where all 
the world looks on. Central America is about to be touched 
by the great routes of the world *s trade and intercourse run- 
ning free from ocean to ocean at the Isthmus. The future 
has much in store for Mexico, as for all the states of Central 
America; but the best gifts can come to her only if she be 
ready and free to receive them and to enjoy them honourably. 
. . . Mexico has a great and enviable future before her, if 
only she choose and attain the paths of honest constitutional 
government. . . . While we wait, the contest of the rival 
forces will undoubtedly for a little while be sharper than ever, 
just because it will be plain that an end must be made of the 
existing situation, and that very promptly." On the same day 
instructions dictated by the President were cabled to American 
consuls in Mexico ordering them to "convey to the authorities 
an intimation that any maltreatment of Americans is likely to 
raise the question of intervention." ^ 

The determination of the United States to coerce Mexico was 
thus clearly stated ; it was now merely a question of time and 
means. The capture of Tor r eon by Villa on October i, was a 
severe blow to the Huerta government. Demands for inter- 
vention by the United States became more insistent in the Amer- 
ican press. One of the chief obstacles, however, was Great 
Britain's recognition, if not support, of the Huerta regime. 
According to one close observer, "Mr. Wilson had many 
tempestuous conflicts with the British Foreign Office over the 
apparent support given to the Huerta regime by Sir Lionel 

1 U. S. "Foreign Relations," 1913, p. 823 ; see p. 820 for full text 
2 Ibid., p. 896. 
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Garden, the British Minister to Mexico, a support intensified 
to no small extent by the large British oil companies in Mexico 
whose influence in London official circles was appreciable/* ^ 
Ambassador Page was doing his best to initiate Earl Grey into 
the doctrines of the new **morar' diplomacy, explaining that 
in case of "continued and utter failure" to settle Mexico's af- 
fairs peacefully, "the United States might feel obliged to re- 
peat its dealings with Guba." ^ 

9. United States and British Co-operate 

On October 26 elections were held in Mexico "without any 
violence*' as far as Mexico Gity was concerned ^ and, by manip- 
ulations not unknown outside of Mexico, Huerta was elected 
as interim constitutional president, although he had announced 
that he would not be a candidate. Shortly following the elec- 
tion, the Department of State announced, in unmistakable 
language, its intention of destroying the Huerta regime. 

"While the President feels that he cannot yet announce in 
detail his policy with regard to Mexico,*' Secretary Bryan 
cabled to American diplomatic officers on November 7, "never- 
theless he believes that he ought, in advance thereof, to make 
known to the Government to which you are accredited his 
clear judgment that it is his immediate duty to require Huerta's 
retirement from the Mexican Government, and that the Gov- 
ernment of the United States must now proceed to employ 
such means as may be necessary to secure this result." ^ First 
among the necessary means to remove Huerta was to get Great 
Britain to desert him. At this time Downing Street was ne- 
gotiating with the United States for the abolition of the Pan- 
ama Ganal tolls, which worked to the disadvantage of British 
commerce. In November, Sir William Tyrell, formerly sec- 
retary to Earl Grey, the British Foreign Minister, arrived in 

1 Lawrence, "True Story of Wilson," p. 100, 
2U. S. "Foreign Relations,'* 1913, p. 852 ff. 
3 Ibid., p. 850. 
*Ibid., p. 856. 
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Washington to discuss an arrangement by which, in return for 
lifting the Panama tolls, Great Britain would give the United 
States a free hand in Mexico. On November 14, Colonel 
House was able to report a conversation involving himself, Sir 
William, and President Wilson during which the President 
"elaborated upon the toll question much to the satisfaction of 
Sir William,'' who in turn "assured the President that his 
government would work cordially with ours and that they 
would do all that they could to bring about joint pressure 
through Germany and France for the elimination of Huerta." ^ 
The conversation between Sir William and President Wilson 
brought out a statement of policy toward Latin America which 
is not often found in official documents. 

"When I go back to England," said the Englishman, as the 
interview was approaching an end, "I shall be asked to explain 
your Mexican policy. Can you tell me what it is?" 

President Wilson looked at him earnestly and said, in his most 
decisive manner: 

"I am going to teach the South American Republics to elect 
good men!" 

. . ."Yes," replied Sir William, "but, Mr. President, I shall have 
to explain this to Englishmen, who, as you know, lack imagina- 
tion. They cannot see what is the difference between Huerta, 
Carranza, and Villa." 

The only answer that he could obtain was that Carranza was 
the best of the three and that Villa was not so bad as he had 
been painted.^ 

Fortified by Sir William's assurance that the British Gov- 
ernment would countenance the removal of Huerta, President 
Wilson was ready to state his aims a shade more emphatically 
than before, and to threaten intervention more openly. "The 
present policy of the Government of the United States is to 
isolate General Huerta entirely," Secretary Bryan cabled the 
American diplomatic representatives on November 24, "to cut 
him off from foreign sympathy and aid and from domestic 

1 Hendrick, "Life of Page,** v. i, pp. 207-208. 

2 Ibid., pp. 204--5. 
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credit, whether moral or material, and to force him out. It 
hopes and believes that isolation will accomplish this end and 
shall await the results without irritation or impatience. If 
General Huerta does not retire by force of circumstances it 
will become the duty of the United States to use less peaceful 
means to put him out. . . 

"It will give other Governments notice in advance of each 
affirmative or aggressive step it has in contemplation should it 
unhappily become necessary to move actively against the 
usurper ; but no such step seems immediately necessary." ^ 

For the time being, the United States had to content itself 
with a financial blockade of Mexico. Ambassador Page, how- 
ever, had already notified the State Department that the Brit- 
ish Government regarded Huerta's collapse as "certain, immi- 
nent and desirable," but they also regarded that "as the task 
of the United States." ^ Pressure brought to bear by the 
United States prevented Huerta from obtaining a loan in Eu- 
rope, with the result that in January, 1914, Huerta issued a de- 
cree suspending payment of interest on all government bonds 
foreign and domestic for six months. This national bank- 
ruptcy was attributed by the Wall Street Journal to President 
Wilson's financial blockade.^ 

Meantime the forces of Carranza and Villa, whom the United 
States now openly favoured, were winning military victories 
in the North.^ Accordingly, Secretary of State Bryan notified 
other governments that the United States would remove the 
embargo on arms, so that the triumphant Constitutionalists 
might seize power by force. The State Department also im- 
plied that not only would the United States dictate to Mexico 
as to who shall no,t be its president, but that it would also dictate 
as to who shall, and that this regulation of Mexico's affairs it 
would not share with any of the European Powers. In reply 
to an offer by Great Britain that "European Governments might 

lU. S. "Foreign Relations," 1914, p. 444. 

2 Ibid., 1913, p. 861. 

3 "Wall Street Journal," Jan. 15, 1914, p. 5- 

* O'Shaughnessy, "Diplomat's Wife in Mexico," pp. 245-250. 
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be willing to request Huerta to resign" so that Huerta would 
"feel that he could save his face by yielding to the request of 
several strong powers" Secretary Bryan replied : 

"The President warmly appreciates the suggestion of Sir Ed- 
ward Grey but fears that the revolution in Mexico has reached 
such a stage that the sort of settlement proposed, namely the eUmi- 
nation of General Huerta and the substitution of others in authority 
at Mexico City, would be without the desired effect of bringing 
peace and order. . . . From many sources which it deems trust- 
worthy the Government of the United States has received informa- 
tion which convinces it that there is a more hopeful prospect of 
peace, of the security of property and of the early payment of 
foreign obligations if Mexico is left to the forces now reckoning 
with one another there. . . . The President is so fully convinced 
of this, after months of the most careful study of the situation 
at close range, that he no longer feels justified in maintaining an 
irregular position as regards the contending parties in the matter 
of neutrality. He intends therefore, almost immediately, to re- 
move the inhibition on the exportation of arms and ammunition 
from the United States. . . ." ^ 

The forces which the United States favoured were winning, 
and it was cheaper to let Mexicans kill each other than to at- 
tempt an invasion; the United States was ready, therefore, 
to surrender the "moral" policy, and to supply arms for one 
of the sides in the civil war of a nominally independent coun- 
try. The embargo on arms was lifted on February 3. A state- 
ment issued by President Wilson on that day admitted that the 
United States was not neutral when the embargo was declared. 
At that time the President had declared that the embargo was 
in accord with "the best practice of nations in the matter of 
neutrality." In removing the embargo he declared that "the 
executive order under which the exportation of arms and am- 
munition into Mexico is forbidden was a departure from the 
accepted practices of neutrality — a deliberate departure from 
these practices under a well considered joint resolution of 
Congress . . . the existence of this order hinders and delays 
the very thing the Government of the United States is now 

^U. S. "Foreign Relations," 1914, p. 444. 
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insisting upon, namely, that Mexico shall be left free to settle 
her own affairs and as soon as possible put them upon a 
constitutional footing by her own force and counsel. The 
order is, therefore, rescinded." ^ 

American investors in Mexico continued to press the 
administration to intervene. Senator Albert B. Fall, for many 
years the intimate of Edward L. Doheny, and himself an 
investor in Mexico, explained to the United States Senate on 
March 9 the subtle differences between "interposition, or non- 
political intervention, upon the one hand, and political interven- 
tion in the domestic affairs of Mexico upon the other." He 
advocated that the administration should "immediately direct 
the use of the land and naval forces of this Government for the 
protection of our citizens and other foreigners in Mexico 
wherever found, and lend their assistance to the restoration of 
order and the maintenance of peace in that unhappy country 
and the placing of the administrative functions in the hands of 
capable and patriotic citizens of Mexico." ^ This policy out- 
lined by a Republican senator was followed by the Democratic 
administration, which was watchfully waiting for an oppor- 
tunity to "restore order in Mexico." 

10. The Tampico Flag Incident 

For almost a year the United States Government had been 
actively interfering with Mexican affairs for the purpose of 
ousting Huerta and placing in power forces which it thought 
would be more favourable to American investors in Mexico. 
Those who had land, mineral, industrial and oil investments in 
Mexico were crying so loudly for intervention that President 
Wilson declared : "I have to pause and remind myself that I 
am President of the United States and not of a small group of 
Americans with vested interests in Mexico." ^ A financial 
blockade deprived Huerta of money; one confidential agent of 
President Wilson was issuing ultimatums in Mexico City, 

lU. S. "Foreign Relations," 1914, pp. 447-8. 
2U. S. "Congressional Record,'' v. 51, p. 4527. 
3 Tumulty, "Wilson as I Know Him," p. 146. 
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another had been sent to negotiate with Carranza, a third was 
conferring with Villa. Foreign governments had been re- 
peatedly advised that Huerta must go and that the United 
States would support the Constitutionalists. In the light of 
these facts, the events of April 1914 are instructive illustrations 
of modern American statecraft. 

On April 9 Admiral Mayo, in command of the United 
States warships stationed at Tampico cabled to Washington: 
"This forenoon Mexican soldiers arrested paymaster and 
whaleboat's crew of Dolphin, part of whom were in boat 
with flag flying, marched them two blocks through streets, then 
back to boat, and there released them. General Zaragoza 
expressed regret verbally. In view of publicity of event, I 
have called for formal disavowal and apology, punishment of 
officer in charge Mexican squad, and salute to American flag 
within 24 hours from 6 p. m. Thursday." ^ On the same day, 
Admiral Mayo informed the Mexican commander of the 
Huerta forces at Tampico, General Zaragoza, that the salute 
was to consist of 21 guns, which would be duly returned by 
the American ships.^ The Huerta Government protested that 
the "American marines disembarked at a place subject to 
military authority where military operations were being con- 
ducted and where a hostile attack had just been made," that 
they disembarked "without previous advice and without permis- 
sion from the military authorities of Mexico"; and that "a 
military commander who sees the arrival of men in uniform at 
the post he is guarding should proceed to arrest them pending 
an investigation as to whether the presence of these men is or 
is not justifiable." ^ Furthermore, the marines had been im- 
mediately released, the officer who arrested them had been pun- 
ished, and Huerta in a written statement expressed regret for 
the incident and ordered an investigation. A written report 
by Admiral Fletcher on April 11, showed that apologies were 
made by the Huertista commander immediately after the inci- 

1 U. S. "Foreign Relations/' 1914, p. 449. 

2 Ibid., p. 448. 

8 Ibid., p. 454, 462. 
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dent and it was explained, in extenuation, that the arresting 
officer was ''ignorant of the first laws of war and was carrying 
out his instructions to allow no boats whatever at that ware- 
house dock" where the American marines had landed.^ 

Under ordinary circumstances the incident might have 
been dropped, but it furnished too good an opportunity to 
"move actively against the usurper." ^ Although the gov- 
ernment of the United States appreciated "the courteous 
and conciliatory attitude of General Huerta" it neverthe- 
less insisted that in addition to apologies he salute an Ameri- 
can flag on Mexican territory.^ Before the negotiations 
with Mexico City had proceeded very far, ten American 
battleships were hurried to Tampico on April 14, carrying a 
regiment of marines.* Upon hearing the news that the whole 
North Atlantic fleet was being rushed to the Gulf, Huerta re- 
marked "Is it a calamity? No, it is the best thing that could 
happen to us !" ^ At the same time he offered to place the 
whole Tampico affair before the Hague Tribunal for arbitra- 
tion.^ When this ofifer failed, he agreed to fire the twenty-one 
guns provided that a salute of twenty-one guns was fired by 
an American battery simultaneously. He explained that he 
did not "desire to salute first because he believed that the United 
States Government would not return the salute and would 
thereby humiliate his government." ^ Despite the urgent cable 
by the American Charge d'Affaires in Mexico City, Nelson 
O'Shaughnessy, that "an absolute coincidence in time" in the 
salutes was "the best arrangement that can be made," Secretary 
of State Bryan insisted on the technicality of having Huerta, 
whose government the United States had not recognized, fire 
the twenty-one guns first. "I have all the time a sickening 

^U. S. "Foreign Relations," 1914, pp. 450-451. 

2 See Bryan's cable on p. 99. 

3U. S. "Foreign Relations," 1914, p. 459. 
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5 O'Shaughnessy, "Diplomat's Wife in Mexico," p. 266. 
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sensation," Mrs. O'Shaughnessy wrote at the American 
Embassy at Mexico City on April 25, "that we are destroying 
these people and that there is no way out. We seem to have 
taken advantage of their every distress." ^ That the flag inci- 
dent at Tampico and the controversy over the twenty-one gun 
salute was a pretext for intervening in Mexico was clear to many 
observers. It was actually admitted by the State Department 
on April 16 in a communication to American newspaper men 
in Mexico City for their "private information, not yet for 
publication," declaring that the Tampico incident "was quite in 
the background, but reciting two recent and heinous crimes 
of Mexico. First, a cable for the Embassy was held over 
by a too-zealous partisan of the censura at the cable office. . . . 
The incident was less than nothing, until mentioned in the open 
cable from Washington. The other incident, also well enough 
known, happened a short time ago in Vera Cruz, where another 
too-zealous official arrested an orderly in uniform, carrying the 
mails between the ships and the Vera Cruz post office. That 
matter was dismissed after an apology, a nominal punishment 
of the offending official, and the immediate release of the carrier. 
Admiral Fletcher attached no importance to the affair." ^ 

On April 18 a last desperate attempt to prevent these trivial 
incidents from being used as an excuse for intervention were 
made both by the Huerta Government and Charge O'Shaugh- 
nessy. Huerta acceded to the demand of the United States that 
he fire the salutes first, provided that Charge O'Shaughnessy 
"would sign a protocol . . . stating that upon the salute 
being rendered by the Mexican battery it would be returned 
according to international usage by the American warship." 
The American Charge was prepared to sign such a document ^ 
but was ordered not to do so by Secretary Bryan, who declared 
that the United States would return the salute without a written 
promise, which might be construed as a recognition of Huerta's 

^ O'Shaughnessy, supra, p. 268. 

2 Ibid., p. 269. 

^U. S. "Foreign Relations," 1914, p. 469. 
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government, "whereas the President has no intention of rec- 
ognizing the Huerta Government." ^ The unbending attitude 
of Washington confirmed Huerta in his beHef that the United 
States was determined to humiliate him and Mexico; besides, 
he counted on uniting all Mexican factions in resistance to 
intervention by a foreign nation. The unconditional demands 
of the United States were turned down. Having manoeuvred 
Huerta into a position where the long-standing plan of ousting 
him could effectively be carried out, President Wilson on 
April 20 once more addressed a joint session of both houses 
of Congress on Mexican affairs. 

After describing the Tampico flag incident in terms not 
justified by the Mayo report, the President declared that "had 
it stood by itself it might have been attributed to the ignorance 
or arrogance of a single officer. Unfortunately, it was not an 
isolated case. A series of incidents have recently occurred 
which cannot but create the impression that the representatives 
of General Huerta were willing to go out of their way to show 
disregard for the dignity and rights of this Government and 
felt perfectly safe in doing what they pleased. ... A few 
days after the incident at Tampico an orderly from the U. S. S. 
Minnesota was arrested at Vera Cruz while ashore in uniform 
to obtain the ship's mail, and was for a time thrown into jail. 
An official dispatch from this Government to its embassy at 
Mexico City was withheld by the authorities of the telegraphic 
service until peremptorily demanded by our Charge d'Affaires 
in person.'' ^ As Secretary Bryan had predicted, the Tampico 
affair had been supplemented by two other pretexts. The 
incidents referred to by the President as showing that Huerta 
was going out of the way to show disregard for the dignity of 
the United States, was reported four days before by Admiral 
Fletcher as follows : 

"About 10 A.M. on April 11, while in the post office at Vera 
Cruz, a mail orderly from the Minnesota got into a discussion 
with a Mexican mail orderly of the i8th battalion. They could 

lU. S. "Foreign Relations," 1914, P- 47i. 
2lbid., p. 475. 
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not understand each other and the policeman, in order to avoid 
a possible disturbance, directed them both to come with him to the 
station. The police judge, upon hearing the statement of the 
police officer, at once told our mail orderly he was not at fault 
and would not be detained. The Mexican mail orderly was found 
at fault by the judge and was detained and turned over to the 
military authorities and was given proper punishment. The 
attitude of the Mexican authorities was correct; there is no cause 
for complaint against them and the incident is without signifi- 
cance." ^ 

Similarly, on April 12, when the cable referred to in the 
President's message was held up in Mexico City, Charge 
O'Shaughnessy, in two separate cables, explained to the State 
Department that the incident was "really due to ignorance of 
censor." ^ President Wilson was kept in touch with every 
official communication from Mexico; nevertheless, he mis- 
stated the facts surrounding three trivial incidents in such a way 
as to rouse national excitement and asked Congress to approve 
his using "the armed forces of the United States in such ways 
and to such an extent as may be necessary to obtain from 
General Huerta and his adherents the fullest recognition of the 
rights and dignity of the United States." ^ It may be stated 
at once that the salute of twenty-one guns was never obtained 
and the entire flag incident at Tampico was dropped. The use 
of armed forces in Mexico was the outcome of the policy 
announced the previous year that the administration would 
"seek the retirement of Huerta from the Mexican Government, 
and that the Government of the United States must now 
proceed to employ such means as may be necessary to procure 
the result." 

II. The Capture of Vera Cruz 

The President's message called forth a flood of patriotic ora- ' 
tory in Congress. The administration leader in the House, 
Oscar Underwood, connected the American flag with property 

1 U. S. "Foreign Relations," 1914, p. 465, 
2 Ibid., pp. 453-4. 
^Ibi4., p. 476, 



io6 DOLLAR DIPLOMACY 

interests in Mexico, referred to the impending invasion of Mex- 
ico as war, and admitted that it had been coming for a long time. 
"War," he declared, "never comes from one incident, and 
never has. For more than a year we have been facing a state 
of turmoil, a state of disorder — I may not go too far if I 
say a state of anarchy — in the Republic of Mexico, that has 
threatened the lives and property of the citizens of the United 
States. . . . We have hoped from day to day that a peaceful 
settlement might be reached, but I will say to you . . . that 
peace without strife never comes to that nation that is not willing 
to protect its citizenship, sustain its property interests in a for- 
eign country, and, above all other things, compel a decent respect 
to the flag of the Nation ... the flag that makes it safe for 
an American to put his foot on foreign soil." ^ Before Congress 
could act on the President's message, however, matters quite 
remote from the three incidents mentioned in it induced him 
to order the immediate seizure of Vera Cruz. 

At 2:30 in the morning of April 21 the President was 
awakened by a telephone call from Secretary of State Bryan 
who informed him that the German steamship Ypirango, 
carrying munitions, would arrive at Vera Cruz that morning 
about ten o'clock. Secretary of the Navy Daniels also got on 
the wire, and after consulting his two cabinet officers and his 
private secretary, President Wilson said : "Take Vera Cruz at 
once." 2 The Ypirango was carrying arms for the Huerta 
forces. On Febuary 3, the embargo on arms to Mexico had 
been lifted so as to treat Mexico "as any other country would 
be which was torn by civil war." ^ On April 21, by order of 
the President, the Ypirango, carrying arms for the de facto 
government of Mexico, was stopped. Marines and bluejackets 
landed at Vera Cruz, seized the cable office, post office, tele- 
graph office, customs house, and railroad station, and on the 
following day American forces "commenced advance to take 
the entire city 'at eight o'clock under guns of war vessels." 

1 U. S. "Congressional Record," v. 51, P. 6937. 

2 Tumulty, "Wilson as I Know Him," p. 152. 
3U. S. "Foreign Relations," 1914, p. 447. 
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Mexicans in Vera Cruz resisted what they termed ''the unlaw- 
ful landing of American marines/' for no war had been declared. 
Many of these were civilians defending their homes, as indicated 
by an order issued by Admiral Fletcher declaring that "such 
firing by irregulars not members of an organized military force 
is contrary to the laws of war; if persisted in it will call for 
severe measures." ^ At the same time the Huerta general at 
Vera Cruz announced he did not intend to fight, but would 
leave with all his soldiers, tearing up the track behind him. 

The capture of Vera Cruz cost the United States the lives 
of seventeen marines and «bluejackets. It cost Mexico the 
lives of two hundred men, women and children. Its ostensible 
object was to obtain satisfaction for the affront to the American 
flag at Tampico. The satisfaction was never again requested. 
Its actual object was the removal of Huerta and the installation 
of the Constitutionalists. It was President Wilson's way of 
teaching Mexico "to elect good men." While the firing was 
still going on at Vera Cruz, John Lind, the President's confi- 
dential agent in Mexico, declared in a public statement : "We 
have no quarrel with the revolutionists, therefore, while Huerta 
is blocked away from supplies, the revolutionists will push 
forward steadily and irresistibly. The end should not be far 
off, so far as Huerta is concerned." ^ On the same day the wife 
of the American Charge d' Affaires at Mexico City wrote that 
"With the taking of Vera Cruz, through whose customs a full 
fourth of the total imports come, Huerta is out a million pesos 
a month, more or less. We are certainly isolating and weak- 
ening him at a great rate. 'Might is right.' We can begin 
to teach it in the schools." ^ 

Despite the aid which the American Government gave to the 
Constitutionalists by seizing Vera Cruz, Carranza considered 
the act a violation of Mexico's sovereignty. He had already 
notified William Bayard Hale, another of President Wilson's 
confidential agents, that "No foreign nation can be permitted 

1 U. S. **Foreign Relations," 1914, pp. 477-81. 
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to interfere in the interior matters of Mexico."^ Now, on 
April 22, he notified the State Department that although "the 
individual acts of Victoriano Huerta will never be sufficient to 
involve the Mexican nation in a disastrous war with the United 
States," yet "the invasion of our territory and the stay of your 
forces in the port of Vera Cruz, violating the rights that con- 
stitute our existence as a free and independent sovereign entity, 
may indeed drag us into an unequal war. ... I interpret the 
sentiment of the great majority of the Mexican people, so 
jealous of its rights and so respectful of the rights of foreigners, 
and invite you only to suspend the hostile acts already begun, to 
order your forces to evacuate all places that they hold in the 
port of Vera Cruz, and to present to the Constitutionalist 
Government . . . the demand on the part of the United States 
in regard to acts recently committed at the port of Tampico." 
In the face of Carranza's nationalist stand, the United 
States did everything in its power to prevent the Constitution- 
alists from supporting Huerta. Special agent Carothers 
worked on Villa, and through him the Constitutionalists were 
notified by the State Department that the object of the extensive 
military activity of the United States on the border would be 
"governed entirely by the attitude of General Carranza, General 
Villa and their associates." As a result, Villa was prevailed 
upon to apologize to the State Department for Carranza's 
protest. It seemed as if the United States was to have a free 
hand in regulating Mexico's affairs by force.^ 

12. Ordering a Government -for Mexico 

Interference by the United States in the affairs of one 
Latin-American state always tends to unite all of Latin Amer- 
ica in a common fear. It was with this in mind that Huerta 
decJared that "Mexico is defending not only her national 
sovereignty but that of all Latin America as well." ^ On April 
25 the representatives of Argentina, Brazil and Chile offered 

1 O'Shaughnessy, supra, p. 55. 
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to mediate the conflict between the United States and Mexico 
in order "to prevent any further bloodshed." ^ This offer was 
accepted by Huerta and the United States, and representa- 
tives of both governments met the mediators at Niagara. 
However, while the negotiations toward the conference were 
still in progress, General Funston, commanding United States 
army forces, formally took over Vera Cruz from the navy on 
April 30, and declared himself military governor of the city. 
American troops took control of the general treasury, the 
customs house, the civil courts, and the post office, in compliance 
with instructions from the Secretary of War and by direction 
of the President.^ 

The conference which met at Niagara did not attempt to 
settle the three incidents which President Wilson used as a 
pretext for invading Vera Cruz. At the very beginning of 
the conference President Wilson stated his object, which was 
the elimination of Huerta and the placing in power of the 
Constitutionalists. A message to the American delegates stated 
that "the elimination of Huerta by one process or another, 
is now clearly inevitable, the only question remaining being 
the method, the occasion and the circumstances of his 
elimination. . . . The object of our conferences now is to find 
a method by which the inevitable can be accomplished without 
further bloodshed. By the inevitable we mean not only the 
elimination of Huerta but the completion of the revolution by 
the transfer of political power from Huerta to those who 
represent the interests and aspirations of the people whose 
forces are now in the ascendency." ^ In a number of messages 
to the American delegates, President Wilson made it clear that 
the United States would insist on a complete acceptance of 
its programme by Mexico. "It would ... be futile," his 
message of May 27 said, "to set up a provisional authority 
which would be neutral. It must, to be successful, be actually, 
avowedly and sincerely in favour of the necessary agrarian 

lU, S. "Foreign Relations," 1914, p. 489. 
2 Ibid., pp. 496-7. 
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and political reforms, and it must be pledged to their immediate 
formulation. . . . And it will be impossible for the United 
States to withdraw her hand until this Government is finally 
satisfied that the programme contemplated will be carried out 
in all respects. 

''We are putting these conclusions bluntly, not in the form, 
of course, in which we wish you to present them to the Medi- 
ators, but flatly for the sake of clearness. 

"The case lies in our mind thus : the success of the Constitu- 
tionalists is now inevitable. The only question we can now an- 
swer without armed intervention on the part of the United 
States is this: Can the result be moderated; how can it be 
brought about without further bloodshed ; what provisional ar- 
rangement can be made which will temper the whole process and 
lead to the elections in a way that will be hopeful of peace and 
permanent accommodation? If we do not successfully answer 
these questions, then the settlement must come by arms, either 
ours or those of the Constitutionalists." ^ 

Backed by this threat— that unless Mexico accepted the 
programme of the United States peacefully, it would be forced 
upon her by arms — the American delegation at Niagara proposed 
to the mediators and the Huerta representatives (i) that a 
Constitutionalist be made provisional president of Mexico, 
(2) that the election board shall contain a Constitutionalist 
majority, (3) that the land and naval forces of the United 
States shall remain in Mexico for an indefinite time, and 
extend to the elections. This was tantamount to controlling 
Mexico's elections through armed force, as the United States 
had done in Santo Domingo and Nicaragua. Not only did 
the Huerta delegates turn the proposal down, but representatives 
of Carranza who met the American delegates at Buffalo 
declared that the mediators "ought to stop attempting to settle 
internal affairs of Mexico . . . that they would not accept as 
a gift anything which the Mediators could give them, even 
though it was what they were otherwise seeking . . . that 
no one would be satisfactory that was appointed by the Medi- 

1 U. S. "Foreign Relations," 1914, p. 5io- 
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ators, even if it was Carranza himself, because anything that 
came from the Mediators would not be accepted by their party 
or by the Mexican people/' ^ 

The Niagara conference accomplished nothing. With 
American troops in control of Vera Cruz, Huerta's strategic 
base, the forces of Carranza and Villa seized Tampico, through 
which they received arms and ammunition. As they continued 
their advance southward, Huerta was forced out. He resigned 
on July 15 and left Mexico, without ever having been called 
upon again to make amends for "insulting the dignity of the 
United States flag.*' Within a few weeks, Carranza was 
installed as first chief of Mexico at the capital, and both parts 
of President Wilson's avowed programme of teaching Mexico to 
elect good men seemed to have been carried out. 

13. American Oil Backs Carranza 

Huerta was opposed and Carranza was assisted, not only 
by the United States Government, but by the United States oil 
interests as well. Mr. Doheny made this quite clear in his 
testimony before the Senate Committee in 1919. 

The British oil interests and the British Government were 
lined up on one side and the American oil interests and the 
American Government were on the other. "It was a well 
known fact that the British assisted in the sale of a large 
amount of Huerta bonds and they were distinctly favourable to 
the Huerta Government at that time. Our Government had 
shown its animosity to Huerta and its desire to support his 
opponents. So that our action was in line with our own 
Government and that of the British was in line with the 
supposed sympathies of the British Government." ^ 

In the course of his testimony Mr. Doheny made good his 
assertion, at least in so far as the American oil interests were 
concerned. When President Wilson refused to recognize 
Huerta, the Doheny interests stopped paying him taxes, thus 
depriving him of an important source of revenue. 

^ U. S. "Foreign Relations/' 1914, p. 538. 
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The Chairman. At that time were you paying taxes to the 
Huerta Government on your oil shipments? 

Mr. Doheny. Up to that time we had been paying; but . . . 
as soon as our Government turned its back on Huerta and refused 
to recognize him, we refused to pay him any more taxes." ^ 

Mr. Doheny 's company went further, however, and when 
the Constitutionalists under General Aguilar came into the 
Tuxpan field with a demand for $10,000, this amount was paid, 
under protest, but "with the knowledge and consent and after 
consulting John Lind, the United States presidential representa- 
tive in Mexico." ^ This transaction might be explained on 
the ground of duress, were it not for the fact that on at 
least three other occasions the Doheny interests contributed 
to the support of the Constitutionalists. 

On the first of these occasions Mr. Doheny met a Constitu- 
tionalist representative (Felicitas Villareal) in the Hotel 
Belmont, New York, and gave him $100,000 in cash "for the 
purpose of helping to finance their needs." ^ 

On the second occasion Mr. Doheny sent a representative 
to see Carranza and told him "to assure General Carranza of 
our friendship toward the cause of the Constitutionalists and 
of our refusal to pay taxes to Huerta . . . and to tell him 
that if they needed fuel oil of any sort we would be glad 
to furnish them the fuel, keeping an account of it." ^ The 
oil furnished on this basis totalled $685,000. While this amount 
was ultimately set off against the taxes which the Doheny inter- 
ests were paying Carranza, the open oil credit proved of great 
importance to the Constitutionalists at a critical period in their 
operations. 

The third instance in which Mr. Doheny's group assisted 
Carranza is shrouded in mystery. A check for $3,466.86, 
drawn by the Huastica Petroleum Co., was paid to Dr. Henry 
Allen Tupper at a time when Dr. Tupper was actively advocat- 
ing the recognition of Carranza. Mr. Doheny admitted these 

^ U. S. Congress, 66 :2 ; "Sen. Doc." v. 9, pp. 276-7. 

2 Ibid., p. 277. 

3 Ibid., p. 278, 
* Idem. 
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facts, but did not know the use to which the money had been 
put.^ 

By way of summarizing the results of these excursions into 
Mexican politics, Mr. Doheny said: "This is merely one of 
a hundred or more incidents which show the checkered career 
of a company doing business outside of the boundaries of its 
own country, and is given merely for the reason that it shows 
the attitude of our Company toward the Constitutionalist 
forces when they were in need of help. So far as we know, 
every American corporation doing business in Mexico extended 
sympathy or aid, or both — and we extended both — to Carranza 
from the time that President Wilson turned his back on 
Huerta." ^ 

Here is no equivocation and no effort to side-step the issue. 
Mr, Doheny tells frankly and specifically how and when he 
put both cash and credit behind Carranza. He says, further- 
more, that in his opinion, many other American firms did the 
same thing. Whether, as Mr, Doheny asserts, the American "^^ 
interests in Mexico followed the lead of the United States j 
Government, or whether, as Mr. Wilson, Mr, Bryan and others | 
asserted, the United States Government was subject to constant > ' 
pressure from the vested interests seems to be a matter of opin- I 
ion. Both sides find no difficulty in agreeing that they were co- / 
operating to control the internal political life of Mexico. 

14. ''Confiscation" and the Constitution of ipiy 

Carranza received active assistance from the American 
Government and from the United States oil interests in his 
effort to take the Mexican Government out of the hands of 
British-supported Huerta. But there was an element in the 
situation which neither Mr. Wilson nor Mr. Doheny seem to 
have understood — ^the Mexican Revolution. 

In its earlier phases, the Mexican Revolution appeared merely 
as a struggle between Mexican political leaders who had, as 
their objective, an increase in their personal power. By the 

^ U. S Congress, 66 :2 ; "Sen. Doc." v. 9, pp. 292-3. 
2 Ibid., p. 279. 
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time that Carranza appeared on the scene, however, the Revolu- 
tion had entered a different phase. It was no longer a case 
of Carranza versus Huerta, but Carranza, Zapata, Villa and 
other advocates of land reform, versus Huerta, the landlords, 
the Federal Army and the machinery of the Federal Govern- 
ment. Although Carranza was himself a landowner, he adopted 
the slogan of land reform. The peons who supported the 
revolution wanted land and peace. The Constitutionalists 
promised both. By 1914, therefore, in so far as the masses 
in Mexico were concerned the revolution had ceased to be 
purely personal and political, and had entered a social stage. It 
is impossible here to discuss the Mexican Revolution ^ but it is 
necessary to note that a Constitutional Convention met on 
December 2, 1916, and that, on February 5, 1917, the new con- 
stitution was promulgated.^ From the standpoint of foreign 
investors, the most important doctrine embodied in this constitu- 
tion was that the sub-soil rights of Mexico (minerals, fuels, etc.) 
belonged to the Mexican people. The essential elements in 
this doctrine are stated in Article 27. 

"The ownership of lands and waters within the limits of 
the national territory is vested originally in the Nation." These 
are the opening words of Article 2j. The right of the Nation 
to transmit title to private persons is then asserted, but "the 
nation shall have at all times the right to impose on private 
property such limitations as the public interest may demand as 
well as the right to regulate the development of natural 
resources. ... In the Nation is vested direct ownership of 
all minerals or substances which in veins, masses, or beds consti- 
tute deposits whose nature is different from the components of 
the land." A later section of the same article vests the title to 
water rights in the Nation. 

While this assertion of the title of the nation or state to 
the land of the state is a commonplace in the laws of most 
modern countries, who embody it in the doctrine of the right of 
eminent domain, the application of the principle to silver, copper, 

1 Ross, "Social Revolution in Mexico." Beals, "Mexico," p. 53 if. 
2U. S. Congress, 66:2; "Sen. Doc." v. 10, pp. 3123-52. 
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gold, and especially to oil created consternation among the 
foreign investors in Mexico. Abstractly the people of Mexico 
are sovereign. That is, they have the right to regulate theii; 
own affairs free from outside interference. Practically the 
essential resources of Mexico are in the hands of foreign 
capitaHsts (principally Americans) whose business it is to make 
what they can out of the resources and people of Mexico. 
Therefore, when the Constitutionalists, who had won the 
economic and diplomatic support of the United States, proposed 
the passage of Article 2^, Secretary Lansing addressed a 
communication to Charles Parker, representative of American 
interests, containing a protest against the proposed Article 2^^ 
which was then before the Constitutional Convention.^ The 
Lansing note pointed out that the article was, in effect, confis- 
catory, and urged the necessity of its modification. 

This note was one of a long series of communications in 
which the United States State Department opposed, first the 
passage of Article 27 by the Constitutional Convention, and then 
its enforcement by the Carranza Government. On February 
19, 1918, Carranza issued a decree imposing a petroleum tax 
under Article 27, and the United States State Department 
replied on April 2 with a "formal and solemn protest of the 
Government of the United States against the violation or 
infringement of legitimately acquired American property rights 
involved in the enforcement of the said decree." ^ The contro- 
versy dragged on until, on August 12, 1918, Secretary Lansing 
asked Carranza to "suspend all operation of said decrees in 
order that the American Government may examine carefully 
and consider their provisions, purpose, and results as affecting 
rights and properties of American citizens." « To this protest 
Carranza replied on August 13 that the enforcement of the de- 
crees did not admit of further delay. He also called the atten- 
tion of the State Department to the fact that the decrees were a 
part of the fiscal legislation of the Mexican Government, and as 

^U. S. Congress, 66:2; "Sen. Doc." v. 10, p. 3121. 
2 Ibid., p. 3155. 
8 Ibid., p. 315a 
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such were not the legitimate subject of diplomatic representa- 
tions. Following this, on August 17, the Acting Secretary of 
State for Mexico pointed out, in a carefully prepared note, 
that any sovereign state has the right to decide its own fiscal 
policy, and that so long as this policy does not discriminate 
against the property rights of the citizens of any particular 
nation, it is not the legitimate subject of diplomatic representa- 
tions. Furthermore, that the nationals of any state must 
expect to abide by the laws of the country in which they invest. 
The Acting Secretary wrote: 

"The criterion of the Mexican Government in this matter is not 
an innovation in international law, but the simple application of 
the principle of the equality of nations, frequently forgotten by 
strong governments in their relations with weak countries.'* ^ 

Carranza evidently had these and similar negotiations in mind 
when he said to the Mexican Congress on September i, 1919: 
"Unfortunately the Mexican Government has received sugges- 
tions more or less vehement from the United States Govern- 
ment when it has tried to make reforms that may injure Amer- 
ican citizens. These suggestions deliberately destroy our liberty 
for legislation, and nullify the rights we have to progress in 
accordance with our ideas. The argument used by the 
American State Department, as well as by the American press 
has been that our duties are confiscatory. The Mexican 
Government hopes the Northern Republic will respect the 
sovereignty and independence of Mexico. . . . The revolution 
has implanted reforms making for the welfare and progress 
of the Mexican people. The Government is attempting to 
respect and consolidate existing rights, but absolutely cannot 
accept the principle that the liberty of Mexicans to govern 
according to their own necessities should be limited.*' ^ 

Throughout this correspondence, the American State Depart- 
ment was frankly defending the American investors in Mexico, 

^U. S. Congress, (£\2\ "Sen. Doc." v. 10, p. 3161. 
2DeBekker, "Plot Against Mexico," pp. 2Z^''2'j2, 
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and as most of the correspondence had to do specifically with 
the oil tax decrees, the correspondence centres around oil. 
The Mexicans, on the other hand, were insisting upon the right 
to levy taxes in accordance with the provisions of their own 
constitution. The diplomatic power of the United States 
was therefore being brought to bear against the enforce- 
ment, in Mexico, of the Mexican constitution and of Mexican 
law. 

15. Oil Producers versus Mexico 

The United States State Department was not left to fight 
the battle alone. Mr. Doheny, in the course of his testimony, 
stated the situation in these cogent words: "Twill skip over 
this matter of the direct dispute between the oil men and our 
Government on the one hand with the Mexican Government 
on the other/' ^ At the same point in his testimony Mr. Doheny 
declares that the oil companies refused to comply with the 
decrees of the Mexican Government "with the consent and 
approval and at the suggestion of our own State Department." 

Nor did the oil companies stop with a mere refusal to obey 
the laws of Mexico. They organized and began a campaign 
to overthrow the Mexican Government. There were three 
phases of this campaign : first, subsidizing counter-revolution in 
the Mexican oil fields; second, a publicity campaign against 
Mexico, carried out in the United States ; and third, a formal 
demand upon the Peace Conference, then sitting in Paris, that 
Mexico be denied a place among the nations that were entitled 
to join the League of Nations. 

16. Counter-Revolution in the Oil Fields 

After the promulgation of the Constitution of 1917 the oil 
producers began the payment of regular monthly sums to a 
local landowner named Pelaez, who held title to properties 
leased to the Mexican Eagle Oil Co. Pelaez "has an organized 
force of some numbers, and has held possession of a large 

lU. S. Congress, 66:2; "Sen. Doc." v. 9, p. 267. 
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portion of the country for the last two years. I think his force 
was organized at about the promulgation of the Constitution 
in 19 17 and in opposition to that constitution/' ^ 

L. J. DeBekker notes that he was told at the American Em- 
bassy in Mexico City that "the oil men paid Pelaez, for guard- 
ing their interests, $200,000 a month. ... I was surprised to 
learn from the spokesman for the oil interests next day that 
they would like to see Pelaez President of Mexico, because he 
was their friend." ^ 

The Association of Oil Producers in Mexico made a vigorous 
reply to this article in which they declared that 'Telaez's troops 
are operating in the oil fields only . . . for the reason that 
the Government is attempting to confiscate their oil values." 
In the same letter, the Oil Producers state that in 19 16 Pelaez 
had made a demand for monthly payments, and that these were 
finally made with the full knowledge and with the advice of 
the State Department.^ 

At the Senate hearings on September 11, 1919, Mr. Doheny 
testified as follows : ^ 

The Chairman. Has our State Department been aware of the 
fact that you have been making payments to Pelaez? 

Mr. Doheny. Yes; not only aware of it, but so far as they 
could, without giving it in writing, they have approved of it. 

At another point in the testimony : 

Senator Brandegee. Are you now having to pay tribute to 
anybody for protection at the present time? 

Mr. Doheny. We are paying tribute to Pelaez. 

Senator Brandegee. At what rate now? 

Mr. Doheny. I do not know the rate. 

Senator Brandegee. Do you know the total payment to all of 
the companies? 

Mr. Doheny. The total payment to all of the companies is less 
than $30,000. 

lU. S. Congress, 66:2; "Sen. Doc." v. 9, PP. 279-280. 

2 "Nation,'' v. 109, p. 37- 

3 Ibid., pp. 108-109. 

*U. S. Congress, 66:2; "Sen. Doc." v. 9. P- 289. 
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For more than two years, therefore, according to their own 
testimony, the oil producers had been maintaining a private 
army under Pelaez, at a cost running into hundreds of thou- 
sands per year, because the Mexican Government, in its en- 
forcement of the laws, was "attempting to confiscate their oil 
values." 

17. Mexican Policy from ipio to 19 ip 

During the years from 1910 to 191 9 — that is, after the im- 
portance of the Mexican oil fields had been established beyond 
the possibility of doubt, Mexico was in constant turmoil. The 
Mexican Revolution cannot be laid to the discovery of oil, 
but the attitude of the United States toward the various rev- 
olutionary governments was profoundly affected by the pres- 
ence of American investors in the Mexican oil fields. From 
the earliest days, when Diaz was showing his friendship to 
the Cowdray interests, through the exclusion of Mexico from 
initial membership in the League of Nations, responsible offi- 
cials of the United States Government as well as representa- 
tives of the American oil companies were playing an active 
part in Mexican politics. 

The officials of the United States Government, from the 
President down, were at times openly partisan in the favourit- 
ism which they showed to those factions that were willing to 
promote American interests in the oil fields. This partisanship 
took various forms, all the way from diplomatic protests against 
the violation of American property rights in the oil fields to 
the military seizure of Vera Cruz, in an openly avowed effort 
to destroy the power of one of the Mexican factions that was 
known to favour the British oil claims. 

The American investors, on the other hand, played an even 
more active part in Mexican politics; refusing to pay taxes 
to one faction, and providing open oil credits for the rival fac- 
tion; subscribing large amounts of money to the cause of the 
Constitutionalists as against the Huertistas; paying a monthly 
stipend to the leader of a band of brigands as a means of pro- 
tecting the oil companies against the necessity of paying taxes 



120 DOLLAR DIPLOMACY 

to the constituted authorities ; carrying on a publicity campaign 
in the United States looking to intervention in Mexico; fol- 
lowing the President of the United States to the Peace Confer- 
ence and there persuading him that Mexico must not be given 
an equal footing with other nations in the League. Mr. Do- 
heny, the leader of the American investors in Mexico, testified 
to these exploits with an adventurer's love of good sport, and 
speaks as though it were a matter of course that the Federal 
Government should give its aid to foreign investors. 

The State Department has placed itself on record, again and 
again, as the avowed partisan of the American oil interests 
in Mexico, going so far as to insist that the Constitution of 
Mexico be modified in such a way as to allow American in- 
vestors an extended opportunity for making profits out of the 
exploitation of Mexican resources. 

Evidence might be cited in far greater detail. Enough has 
been presented, however, to prove that the United States Gov- 
ernment and the United States investors have both taken a part 
in the "regulation" of Mexico's internal politics during the 
decade ending with 1919. 

18. Political Domination of Weak Nations 

The political regulation employed by the American interests, 
private and public, in the control of Latin-American internal 
affairs, is in reality political domination and the denial of the 
right of self-government. This fact is now admitted by stand- 
ard historians. For example. Prof. Wm. R. Shepherd in a 
recent article makes an ironical reference to the erstwhile liber- 
tarian ideals professed by the United States. 

"Moreover there are certain pleasant terms in international 
parlance the use of which an honest consistency would have to 
make us forego. 'The twenty-one independent republics of the 
New World/ the 'equality of sovereign states in this hemisphere/ 
the 'self-determination of small nations,' even Tan-Americanism' 
and similar expressions, would have to fall somewhat into desue- 
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tude, except as ornate trappings for state occasions. And yet, 
if it be true that several of the Caribbean countries are in fact 
no longer independent and belong almost, if not quite, in the cate- 
gory of the British crown colonies, so far as their relationship to 
the United States is concerned, the inconsistency in employing mis- 
nomers would seem already obvious." ^ 

Prof. Albert Bushnell Hart is more outspoken. 

"In addition the United States between 1906 and 191 6 obtained a 
protectorate over the neighboring Latin American states of 
Cuba, Haiti, Panama, Santo Domingo and Nicaragua. Altogether, 
those five states included 157,000 sq. miles and 6,600,000 people." ^ 

At least one modern American history presents a map of the 
Caribbean with American protectorates (including the above 
countries) indicated by a special marking.^ 

The Cuban treaty of 1904 contained the germ of the idea 
which has since been applied to considerable portions of the 
Caribbean area. Under this treaty it is impossible for Cuba 
to enter into any foreign alliance or to make any important 
changes in internal policy without the acquiescence of the 
United States. 

If the principle of political regulation may be stated in a 
sentence, it is that : 

Weak neighbouring countries in which there are important 
American investments must expect to have their internal affairs 
dominated by the United States Government whenever such a 
domination seems advantageous to American interests. This 
principle is "the present form of Monroeism," evolved and 
supported by "the authors and representatives of the imperi- 
alist movement: McKinley, Roosevelt and Lodge; by the 
representative of dollar diplomacy: Taft; by the representa- 
tive of the tutelary, imperialist, financial and biblical mission: 
Wilson." ^ 

^ Blakeslee, "Mexico and the Caribbean," p. 202. 

2 Hart, "New American History," p. 635. 

3 See reproduction, facing p. 120. 

* Pereyra, "El Mito de Monroe," p. 12. 
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ARMED INTERVENTION 

I. The Strategic Importance of the Caribbean Area to the 
United States 

Between spheres of influence like China and the Near East, 
and outright colonial possessions like the Philippines and Porto 
Rico, stand the protectorates, which, though not owned by the 
United States, are under its political and economic control. 
Three of these protectorates — Santo Domingo, Haiti, and 
Nicaragua — have been acquired through armed intervention. 
All three are in the area around the Caribbean Sea, whose 
strategic and economic importance doomed it as an inevitable 
prey to American expansion. 

The importance of the Caribbean region to the United States 
lies in its proximity, its commercial advantages as a source of 
raw materials and a market for manufactured goods, and as a 
strategic military addition to the Panama Canal. The opening 
of the Panama Canal raised the Caribbean "to a commanding 
position among the trade routes of the world." ^ Central 
America, President Woodrow Wilson declared, "is about to 
be touched by the great routes of the world's trade and inter- 
course running from ocean to ocean at the Isthmus.'* ^ In ad- 
dition the Caribbean is the gateway to the Panama Canal, and 
expansionists have advocated turning it into an "American 
lake." 3 

The strategic importance of the Caribbean has impelled the 
United States to acquire naval footholds in that region. In 
addition to several good harbours on the Gulf of Mexico and 
the naval base at Key West, Florida, in its own territory, it 

1 Academy of Politiail Science, "Proceedings," v. 7, p. 383. 
2U. S. "Congressional Record," v. 50, pp. 3803-4- 
3 Academy of Political Science, "Proceedings," v. 7, p. 393» 
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ARMED INTERVENTION 123 

has acquired ports belonging to the Httle republics to the 
south.^ From Guantanamo, Cuba, the United States commands 
the Windward Passage between Cuba and Santo Domingo; 
from Porto Rico it controls the Mona passage; by turning 
Haiti and Santo Domingo into protectorates, the United 
States has acquired the Mole St. Nicholas in the former, and 
Samana Bay in the latter, as first class naval bases. A treaty 
with Nicaragua gives the United States possession of the 
Great Corn and Little Corn Islands and the right to build a 
naval station on the Gulf of Fonseca. The Virgin Islands, ac- 
quired from Denmark in 1917, also offer facilities for an ex- 
cellent naval base; while the Panama Canal itself forms the 
centre of American naval power.^ 

In addition to these strategic considerations, the outbreak of 
the World War forced the Caribbean countries to turn to the 
United States for economic relationships, not only in matters 
of trade but also for loans. "In several cases, our government 
has already taken a guiding hand in the negotiations. Con- 
ferences for the adjustment of the debt of Nicaragua, Haiti 
and Santo Domingo have taken place, not in those countries, 
nor in the offices of New York bankers, but in the Department 
of State and the Bureau of Insular Affairs." ^ 

One American authority has summarized the matter by 
describing the Caribbean area as "a tropic belt similar to that 
which European nations have acquired long ago in other parts 
of the world. . . . They are so many natural markets lying 
upon one of the greatest commercial highways of the present 
and future — to and from the Panama Canal. From them come 
raw materials and secondary foodstuffs requisite for our 
factories and exchangeable for our basic foodstuffs and man- 
ufactured articles. They have become localities, also, for the 
investment of American capital under circumstances that may 
invite the exercise of political influence to a greater or less 
degree." ^ 

iBlakeslee, "Mexico and the Caribbean," p. 320. 

2 Ibid., pp. 303-4. 

3 Academy of Political Science, "Proceedings," v. 7, p. 39a 
^Blakeslee, supra, p. 187. 
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The importance of the Caribbean economically and strate- 
gically has caused it to be called *'the Mediterranean of the 
New World/' and the countries around it **the American 
tropics." The necessity for expansion on the part of the 
United States, and the need for the rapidly accumulating 
capital of its financiers to find the nearest and easiest possible 
outlet, gave rise to a diplomacy which in one form or another 
has brought a number of the Caribbean countries under the 
direct control of the United States. As one historian has put 
it, "Cuba is no more independent than Long Island. The 
island of San Domingo, with its two Negro republics, is no 
more independent than the State of New York. Nicaragua 
and Panama are only nominal republics, and nominal sover- 
eignties. ... If we are to have a Caribbean empire, we must 
get it by destroying the republican independence of the powers 
concerned. . . . We must make up our minds that if we ac- 
quire these islands we shall eventually have practically to annex 
the whole of Central America.'' ^ 

The Caribbean policy of the United States has touched di- 
rectly or indirectly all of the republics bordering on the 
Caribbean and the Gulf. Its character can best be described 
by considering its application to three countries, Santo 
Domingo, Haiti, and Nicaragua. 

2. The Financial Conquest of Santo Domingo 

The first of the Caribbean countries to suffer American mil- 
itary intervention and the practical establishment of a pro- 
tectorate was Santo Domingo. 

Armed intervention in Santo Domingo and its domination 
as an American protectorate becomes clearer when its position 
in the American empire is fully realized. When President 
Grant proposed the annexation of the republic he declared : 

"The acquisition of Santo Domingo is desirable because of its 
geographical position. It commands the entrance to the Carib- 
bean Sea and the Isthmus transit of commerce. It possesses the 
richest soil, the most capacious harbours, most salubrious climate 

1 Academy of Political Science, "Proceedings," v. 7, P- 4^3. 
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and the most valuable products of the forests, mines and soil of 
all the West Indian islands. Its possession by us will in a few years 
build up a coastwise commerce of immense magnitude. ... In 
case of foreign war it will give us command of all the islands 
referred to and thus prevent an enemy from ever possessing herself 
of rendezvous on our very coast." ^ 

In 1893 the San Domingo Improvement Company, an Amer- 
ican concern with offices in New York, bought the debt of 
170,000 pounds sterling which a Dutch company had loaned 
to the Dominican Government, and with it the right to collect 
all customs revenues to satisfy this claim.^ In rg^jPresident 
Jiminez of the Dominican Republic appointed aboard of his 
own to collect customs. The American company thereupon 
appealed to the State Department at Washington to protect 
its interests, and after negotiations the Dominican Government 
was induced to offer to buy the company's debt for $4,500,000. 
On January i, 1903, representatives of both governments signed 
a protocol providing for this settlement and for a board of 
arbitrators to fix the details of payment. It was also agreed 
that in case Santo Domingo failed to pay, the United States 
was to appoint a financial agent to take over certain customs 
houses. This was the first economic hold on the little republic.^ 

Financial difficulties prevented Santo Domingo from paying 
its debts and reports were circulated that French and Italian 
vessels were on their way to the island to collect the debts by 
force."^ Taking advantage of this opportunity, Secretary of 
State Hay instructed the American Minister, Thomas C. Daw- 
son, to suggest to the Dominican Government that it "request" 
the United States to take over its customs houses.^ Pressed on 
all sides by foreign investors, President Morales had no choice 
but to make "the appeal." 

On February 4, 1905, a protocol was drawn up between the 
two governments by which the United States was to act as 

^ Inman, "Problems in Pan Americanism," p. 273. 
2 Jones, "Caribbean Interests of the U. S.," p. no if. 
^U. S. "Treaties, Conventions, etc.," v. i, p. 414. 
*U. S. "Foreign Relations," 1905, p. 334. 
5 Ibid., p. 298, 334, 342. 
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bankrupt's receiver for Santo Domingo, taking over all its 
customs houses, administering its finances, and settling the 
claims of foreign and domestic creditors. Of the revenues 
which the United States should collect, 55 per cent were to be 
used for paying bondholders and the remainder was to be 
turned over to the Dominican Government for administrative 
expenses.^ The Senate at Washington refused to ratify this 
drastic protocol, but President Roosevelt entered into an ''exec- 
utive agreement*' with the president of the Dominican Republic 
which achieved the same results. Under this agreement the 
customs collectors were to be American and to have the support 
of American warships.^ In that same year an American 
receiver-general named by President Roosevelt proceeded to 
collect customs "under the protection of the United States 
Navy," ^ and to issue bonds for the purpose of paying foreign 
creditors. Roosevelt's tactics were severely criticized in and 
out of Congress, but finally the Senate decided to give the 
arrangement a coat of legality. On February 25, 1907, it 
ratified a revised treaty which provided : ( i ) that the President 
of the United States should appoint a customs collector for 
Santo Domingo and assistants; (2) that the United States 
government should afford them such protection as might be 
necessary; (3) that the Dominican Government could not in- 
crease its debts or lower its taxes without the consent of the 
United States.^ By the provisions of this treaty the American 
receiver-general was to issue twenty million dollars gold bonds 
for paying off Santo Domingo's public debt. The sum total of 
revenues collected was to be applied as follows : First, to 
paying the expenses of the receivership; second, to paying 
the interest on the bonds ; third, to the payment of the annual 
sums provided for the amortization of the bonds ; fourth, to the 
purchase, cancellation and retirement of the bonds ; fifth, what 
was left was to be given to the Dominican Government. The 

lU. S. "Foreign Relations," 1905, p. 342. 
2 Jones, supra, p. iioff. 

^Latane, "U. S. and Latin America," p. 2791. 
*U, S. "Foreign Relations," 1907, pp. 307-9- 
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loan of twenty million dollars provided in the treaty was made 
by Kuhn, Loeb & Co. The treaty is still in force, and under 
its provisions the United States Government is "to collect cus- 
toms for fifty years" in order to pay interest to the New York 
bankers.^ 

American financial control of Santo Domingo was soon 
followed by interference with its political life. In 191 1 the 
Dominican president was shot and a provisional government 
established. In the fall of the following year President Taft 
sent two special commissioners to investigate the situation. 
They were to make the trip in a gunboat accompanied by 750 
marines.^ At the suggestion of the American commissioners 
the provisional president resigned. This interference by the 
United States led only to further revolutionary outbreaks. 

An example of the workings of the Dominican treaty may be 
seen in the loan contract made in 1914 by the National City 
Bank of New York with the approval of the State Department 
by which the bank loaned Santo Domingo $1,500,000 at six 
per cent. The contract ^ specifically stated that the loan was 
made "in conformity to the Convention between the United 
States of America and the Dominican Republic ratified July 
8, 1907, the payment of the principal and interest of which 
notes is secured by the pledge by the Republic of its customs 
revenues subject to an existing charge thereon securing the 
$20,000,000 Five per cent Customs Administration Sinking 
Fund Gold Loan of the Republic under and pursuant to the 
terms of the said convention," etc.^ The $20,000,000 loan 
which had first claim on the customs was the one issued by 
Kuhn, Loeb & Co. 

The inauguration of Woodrow Wilson in 191 3 did not change 
the attitude of Washington regarding government interference 
on behalf of American finance. On September 9, Secretary 
of State Bryan notified Santo Domingo that the influence of 

^U. S. "Foreign Relations," 1907, pp. 307-9. Jones, supra, p. 118. 
2U. S. "Foreign Relations," 1912, p. 367. 
3 Ibid., 1913, pp. 459-^, 465-6. 
^ Idem. 
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the United States would be exerted to discourage revolutions 
and to support the '^lawful authorities." As revolutionary 
activities continued, the United States sent a warship, and 
Secretary Bryan notified the revolutionary elements that if they 
succeeded the State Department would not recognize them and 
would "withhold the portion of the customs collections belong- 
ing to Santo Domingo." ^ The American minister in Santo 
Domingo proceeded to arrange for new elections, and over the 
vigorous protests of the Dominican Government, three American 
commissioners arrived on warships to watch the elections.^ 
The following year the elections were again supervised by 
American commissioners. 

3. Armed Political Control 

American financial and political interference in Santo 
Domingo finally led to armed intervention. In April 19 16 
another insurrection took place in Santo Domingo, and this 
time, on May 4, 1916, United States marines were landed. 
"Stealthily American battleships entered the roadstead of Santo 
Domingo City, and under cover of a score or more long-range, 
big-caliber guns the American admiral, with a large force of 
marines, landed on Dominican territory." ^ 

President Jiminez resigned and the Dominican Congress 
elected Dr. Henriquez y Carvajal temporary president. The 
State Department refused to recognize this legally chosen presi- 
dent unless he signed a treaty with the United States which 
Washington had been pressing on Santo Domingo since 1915.* 
This treaty was even more drastic than the one forced on the 
republic in 1907, and was similar in nature and intent to the 
one forced by the Wilson administration on Haiti. It called 
for the control by American officials of the Dominican customs, 
treasury, army and police. President Henriquez refused 
recognition by the State Department on such terms ; whereupon, 

^U. S. "Foreign Relations," 19 12, pp. 425-7. 
2 Ibid., pp. 441-53. 

8 U. S. "Haiti Hearings," p. 49. "Current History Magazine," v. 15, 
p. 893. 
4 Ibid., p. 894. U. S. "Haiti Hearings,'' p. 93. 
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on October 17, following instructions from Washington, the 
American customs collector refused to pay the duly elected 
Dominican Government the revenues to which it was entitled.^ 

A deadlock ensued. The entire country rallied around the 
president ; political differences were forgotten, and officials per- 
formed their duty without pay as far as they could, owing to 
the refusal of the American officials to turn their salaries over 
to them until the^ treaty was signed. "The resistance to the 
American demands, though passive, was general." ^ This dead- 
lock was finally broken by the flourish of American rifles. 
Captain H. S. Knapp, in command of the marines, declared 
martial law on November 29, 1916. He ousted the Dominican 
officials, dissolved the national legislature, forbade elections 
and declared himself "supreme legislator, supreme judge, and 
supreme executor," ^ established a regime of military force and 
courts martial, set up a rigid censorship, levied taxes and 
increased the public debt. This military dictatorship was, 
according to the official proclamation of martial law, set up 
under instructions from Washington because the "United States 
government . . . has urged upon Santo Domingo certain 
necessary measures which that government has been unwilling 
or unable to adopt." * Thus the United States frankly set up 
a military dictatorship for the purpose of forcing Santo 
Domingo to sign a treaty giving American investors complete 
control over the finances and administration of the repubhc. 

The military dictatorship lasted until 1924. "A rear-admiral 
of the American navy is military governor and exercises full 
executive and legislative functions, the Dominican congress 
being suspended. The posts of cabinet ministers are filled 
by officers of the American navy and marine corps." ^ There 
is an American minister in Santo Domingo but naturally his 
duties are nominal. The military regime was to last until 
Santo Domingo was willing to sign the proposed treaty, thus 

1 U. S. "Haiti Hearings," p. 93. 

2Blakeslee, "Mexico and the Caribbean," p. 208. 

^U. S, "Haiti Hearings," pp. 51-2. 

4 Ibid., pp. 93-4. 

5 Blakeslee, supra, p. 208. 
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allowing the United States to do "legally" what it had been 
doing by force. *'The result of the operations of this arrange- 
ment," Secretary of State Knox declared in 191 2, when he 
tried to obtain the Senate's assistance in forcing a similar 
arrangement on Nicaragua and Honduras, "has been that the 
creditors now punctually receive their interest." ^ 

As a result of the American occupation, the Dominican 
Government was expelled, "The Government treasury was 
seized; the national congress was dismissed; elections were 
prohibited ; thousands of marines were spread over the country 
and with unlimited authority over the natives; public meetings 
were not permitted; . . . destructive bombs were dropped 
from airplanes upon towns and hamlets ; every home was 
searched for arms, weapons, and implements ; homes were 
burned ; natives were killed ; tortures and cruelties committed ; 
and 'Butcher' Weyler's horrible concentration camps were 
established. ... Repressions and oppressions followed in 
succession. When protests were made the protestants were 
fined heavily and also imprisoned, and when resistance or 
defense attempted bullets and bayonets were used. Criticism of 
the acts of the military government were not permitted . . . 
and those who violated the order were severely punished by fines 
and imprisonment. . . . The Dominican people have been 'taxed 
without representation* and the money so raised expended 
recklessly and without in any way consulting them. . . . For 
five years this policy of suppression, repression, oppression and 
maladministration has continued." ^ 

4. American Bankers and Armed Intervention 

The direct connection between American investments and the 
military regime is indicated in a circular issued by Speyer & 
Co. and the Equitable Trust Co. of New York on June 20, 1921 : 

"The United States Military Government of Santo Domingo 
issues in behalf of the Dominican Republic $2,500,000 Four 

^U. S. "Foreign Relations," 1912, p. 1089. 
2U. S. "Haiti Hearings," pp. 50-1. 
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Years Customs Administration 8% Sinking Fund gold bonds." 
The bonds, this circular said, will contain the following clause : 
"With the consent of the United States there is secured the 
acceptance of and validation of this bond issue by any govern- 
ment of the Dominican Republic as a legal, binding, and ir- 
revocable obligation of the Dominican Republic, and the duties 
of the General Receiver of Dominican Customs as provided un- 
der the American-Dominican Convention of 1907, are extended 
to this Bond issue." The circular adds this sentence: "Un- 
til all these bonds shall have been redeemed the Dominican Re- 
public agrees not to increase its public debt, nor to modify its 
customs duties without the previous consent of the United States 
Government ; and its customs revenues shall continue to be col- 
lected by a General Receiver of Customs appointed by and re- 
sponsible to the President of the United States." 

This circular, explaining the reasons for an American customs 
receiver, also quotes a letter from Lieutenant Commander 
Arthur H. Mayo, U. S. Navy officer in charge of the Depart- 
ment of Finance and Commerce of the military government of 
Santo Domingo, which explains the purposes of the military 
regime. This letter is dated June 16, 1921, and is addressed 
to the Equitable Trust Co. and Speyer & Co. 

"The Military Government will be withdrawn only upon the 
consummation of a treaty of evacuation between the Dominican Re- 
public and the United States Government which shall contain 
among other provisions (a) ratifying all acts of the Military 
Government; (b) validating the above loan of $2,500,000 and (c) 
extending the duties and powers of the General Receiver of Domin- 
ican Customs until said Bonds shall have been paid." 

"The Bonds are secured by a charge upon the customs and other 
revenues of the Dominican Republic." 

Under the caption Purpose of Loan, the bankers' circular 
states: "The proceeds of this loan are to be used mainly for 
the completion of essential public works . . . and in part for the 
retirement of certificates of indebtedness. This work will be 
done under the supervision of American engineers, and such 
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portion of the loan as is used for the purchase of supplies and 
equipment will be spent in the United States." ^ 

A similar circular was issued in 1922 by Lee, Higginson 
& Co., declaring that: "Acting under Authority of the 
United States Government the Military Government of Santo 
Domingo issues on behalf of the Dominican Republic $6,700,000 
Twenty- Year Customs Administration 5J4% Sinking Fund 
Gold Bonds. . . ." With the approval of the State Department 
the bonds stated that the Military Government of Santo 
Domingo guaranteed "the acceptance and validation of this 
Bond issue by any Government of the Dominican Republic as a 
legal, binding, and irrevocable obHgation of the Dominican 
Republic." In a letter to Lee, Higginson & Co. reproduced in 
the bankers' circular, Lieutenant-Commander D. W. Rose, 
U. S. naval officer in charge of the Department of Finance 
and Commerce of the MiHtary Government of Santo Domingo 
again assured the bankers that during the life of the loan — which 
was to extend to March, 1942 — the Dominican customs duties 
"shall be collected and applied by an official appointed by the 
President of the United States and that the loan now authorized 
shall have a first lien upon such customs revenues." ^ 

A plan for the withdrawal of American marines from Santo 
Domingo was proposed by the Wilson administration in Decem- 
ber, 1920, and a similar plan by the Harding administration on 
June 14, 192 1. The plan made the military governor the provi- 
sional Dominican executive, and gave him the power to call 
elections. The Dominicans were to have this slight measure of 
autonomy provided they drew up an agreement with representa- 
tives of the American Government ratifying all acts of the 
American military occupation, and entrusting the command and. 
organization of Dominican forces to American officials.^ These 
proposals were turned down by the people of Santo Domingo, 
who protested especially against the loans floated in their name 
by the American Military Government with American bankers, 

^Speyer & Co., and Equitable Trust Co., "Circular," June 20, 1921. 

2 Lee, Higginson & Co., "Circular/' March, 1922. 

3 "Current History Magazine," v. 15, p. 895. 
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for which Santo Domingo paid interest varying from 9 to 19 
per cent/ On June 26, 1924, the Dominican Republic "ratified 
the treaty with the United States providing for the evacuation of 
the Dominican Republic by American military forces which have 
been stationed there since 1916. Simultaneously, it was 
announced from Washington that the ^T-ithdrawal of the 1,800 
marines in the Dominican Republic would be begun as soon as 
possible after July 10." ^ Later it was announced in the press 
that "General Horacio Vasquez and Frederico Velasquez were 
formally inaugurated as President and Vice President, respec- 
tively, of the Dominican Republic on July 12. At the same 
time, the American flag was lowered from the fort and the 
Dominican emblem was hoisted. These acts brought to an end 
the military administration of the United States in the Domin- 
ican Republic." ^ Santo Domingo has thus been given a formal 
kind of partial independence in return for signing a treaty 
which makes it an actual protectorate. 

5. The Military Conquest of Haiti 

The military invasion of Haiti by the United States and the 
establishment of a virtual protectorate is the result of two 
parallel lines of policy, one political and one financial, which 
converged and became amalgamated in one unified policy carried 
out jointly by American financiers and the State Department. 

A report of twenty-four distinguished American lawyers * on 
Haiti points out that Haiti was a sovereign state under a 

1 "Current History Magazine," v. 15, p. 895. 

2 Ibid., V. 20, p. 845. ^lh\&.y p. lOil. 

* The twenty-four lawyers were Frederick Bausman, Seattle ; Al- 
fred Bettman, Cincinnati; William H. Brynes, New Orleans; Charles 
C. Burlingham, New York; Zechariah Chafee, Jr., Cambridge; 
Michael Francis Doyle, Philadelphia; Walter L. Flory, Cleveland; 
Raymond B. Fosdick, New York; Felix Frankfurter, Cambridge; 
Herbert J. Friedman, Chicago; John P. Grace, Charleston, S. C; 
Richard W. Hale, Boston; Frederick A. Henry, Cleveland; Jerome S. 
Hess, New York; WiHiam H. Holly, Chicago; Charles P. Howland, 
New York; Francis Fisher Kane, Philadelphia; George W. Kirchwey, 
New York; Louis Marshall, New York; Adelbert Moot, Buffalo; 
Jackson H. Ralston, Washington, D. C. ; Nelson S. Spencer, New 
York; Moorfield Storey, Boston; Tyrrell Williams, St. Louis. 
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republican form of government from 1804, when she won her 
independence from France, until 191 5, when the United States 
forced her to sign a treaty even more drastic than that foisted 
on Santo Domingo. Haiti has a population of three million 
people living under more or less primitive economic conditions 
and subject to occasional political disturbances. Despite these 
disturbances, the report declares, no American citizen has ever 
been injured in person or property, and even during revolu- 
tionary outbreaks no foreigner was molested. Foreign invest- 
ments were at all times respected and the interest on Haiti's 
foreign debt scrupulously paid. "Her relations with other 
governments have been free from adverse criticism. She has 
never manifested hostility to the United States and has given no 
occasion for our intervention in her affairs." ^ 

America's earlier interest in Haiti was naval. In 1847 ^^^ 
United States attempted to obtain control of the harbours of 
Samana Bay, on the eastern coast of Santo Domingo, and of 
Mole St. Nicholas, on the northwest coast of Haiti, for avowed 
use as naval bases. In 1891 the United States sent Admiral 
Gharardi with a considerable fleet to Port au Prince, capital 
of Haiti, to negotiate for the cession of Mole St. Nicholas, 
but the Haitian government refused to discuss the matter and 
the fleet was recalled. 



6. Enter the National City Bank 

It was with the entrance of the National City Bank into 
Haiti that State Department interference became a definite 
policy. In 188 1 the National Bank of Haiti, founded with 
French capital, was entrusted with the administration of the 
Haitian treasury. In 1910 this bank was reorganized in con- 
nection with a new government loan taken by French bankers, 
and replaced by the National Bank of the Republic of Haiti, 
which, like the old institution, was entrusted with the administra- 
tion of the Haitian treasury. Under the contract with the 

1 Foreign Policy Association, "Seizure of Haiti." 
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French bankers the bank was to make certain annual loans to 
the Haitian government.^ 

At this juncture the National City Bank became interested, 
and Secretary of State Knox, pursuing his policy of "dollar 
diplomacy," intervened in the matter and objected to the contract 
saying that "some American banking interests ought to be 
represented." He called a conference of the New York bank- 
ers, with the result that in 191 1 the National City Bank, Speyer; 
& Co., Hallgarten & Co., and Ladenburg, Thalman & Co. each 
became subscribers to 2000 shares of the new bank,^ 

Shortly after the European War broke out, Secretary of State 
Bryan in several interviews with the American bankers "sug- 
gested the advisability of the American interests acquiring the 
French shares in the bank, and making it an American bank. 
That suggestion was repeated from time to time, and after some 
extended conferences, . . . the National City Bank purchased 
the stock held by the other three American parties." This was 
in 1917. Two years later, "after several suggestions from the 
State Department ... the National City Bank purchased all 
the assets of the French institution" for $1,400,000.^ Thus the 
National Bank of Haiti became the property of the National 
City Bank of. New York. 

The State Department began to take steps to insure the bank- 
ers' investment. On six occasions during 1914 and 191 5 the 
Department made direct overtures to Haiti to obtain control 
of the customs, internal political disturbances furnishing the 
pretext. In October, 1914, Secretary of State Bryan wrote to 
President Wilson : 

"It seemed to me of the first importance that the naval force 
in Haitian waters should be at once increased, not only for the 
purpose of protecting foreign interests, but also as evidence of 
the earnest intention of this Government to settle the unsatisfactory 
state of affairs which exists." ^ 

lU. S. "Haiti Hearings," p. 105. 

2 Idem. 

3 Ibid., p. 106. 

4 Foreign Policy Association, supra, p. 4. 
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The State Department took advantage of a revolutionary 
outbreak in the north province to propose to President Zamor 
that he be kept in power provided he vi^ould sign a convention 
turning over the customs houses to American control. The 
President refused to compromise the independence of Haiti 
and resigned. On December lo the newly chosen president 
was formally presented with a similar proposal by the American 
minister in Haiti, and again the proposal was turned down.^ 

One week later a contingent of United States marines landed 
in Port au Prince,^ proceeded to the vaults of the National Bank 
of Haiti, and in broad daylight forcibly seized $500,000 and 
carried it aboard the gunboat Machias. The money was trans- 
ported to New York and deposited in the vaults of the National 
City Bank. This money was the property of the Haitian 
Government and had been deposited for the redemption of paper 
currency. Haiti at once protested against this violation of her 
sovereignty and her property rights and requested an explana- 
tion from the United States. None was ever given.^ 

According to the testimony of Roger L. Farnham, Vice 
President of the National City Bank, before a Senate Committee 
in 1921, this raid of the marines was arranged by the State 
Department and the National City Bank.^ The chief object 
of the State Department and the bankers at this time seems to 
have been to force the Haitian Government, by depriving it 
of ready money, to sign a treaty turning over the customs houses 
to American control. On January 28, 191 5, Secretary of State 
Bryan wired via the Navy Department to Admiral Caperton, 
in command of American forces in Haitian waters, as follows : 

"You will issue to that Government a warning that any attempt 
that might be made to remove the funds of the bank will compel 
you to take into consideration means to prevent such violation 
of foreign stockholders' rights." ^ 

lU. S. "Haiti Hearings," pp. 5-6. 
2U. S. "Foreign Relations," 1915, p. 476. 

8 "Current History Magazine," v. 15, p. 886. U. S. "Haiti Hear- 
ings," p. 6. U. S. "Foreign Relations," 1915, pp. 499-500. 
^U. S. "Haiti Hearings," p. 123. 
«Ibid., p. 292. 
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In March, 191 5, the United States sent the Ford mission to 
negotiate with the Haitian government for American control 
of the customs, and again Haiti turned the proposal. down. In 
May another commission arrived and presented the draft of an 
agreement providing for (i) military pretection and inter- 
vention by the United States, (2) arbitration of claims made 
by foreigners, (3) prohibition of the cession of Mole St. 
Nicholas or its use to any other government. The last clause 
would indicate that the political aims of Washington and the 
financial aims of the National City Bank were now fused into 
one project.^ 

7. The Marines Take Possession 

This proposal was being negotiated when on July 27 a 
revolution broke out in Port au Prince. President Guillaume 
fled to the French legation, and on the same day a number of 
political prisoners were massacred in the prison of Port au 
Prince. On the morning of July 28 President Gkiillaume was 
dragged out of hiding and killed. During all these disturbances 
not a single American or other foreigner was molested.^ Never- 
theless, on the afternoon of July 28 an American warship 
dropped anchor in the harbour of Port au Prince and marines 
were landed by Admiral Caperton.^ The revolution was not the 
cause for landing marines but merely the "awaited opportunity," 
for the marines were landed "at the request of the State Depart- 
ment." ^ 

The Haitian legislature met to elect a new president to fill 
the vacancy caused by the assassination of Guillaume. Under 
orders from the State Department, Admiral Caperton forced 
the legislature to postpone the election until the American 
naval officers could canvass the situation. The purpose of this 
interference with the elections of a nominally independent 

1 Foreign Policy Association, supra, p. 5. 

2 Foreign Policy Association, "Seizure of Haiti.*' Johnson, "Self- 
Determining Haiti," p. 7. 

3 U. S. Marine Corps, "Report on Haiti," p. 3. U. S. "Haiti Hear- 
ings/' p. 306. 

4 Johnson, supra, p. 7. U. S. Marine Corps, supra, p. 4. 
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republic is shown in the message sent by Admiral Caperton 
to the Navy Department on August 2, 1915 : 

"Large number Haitian revolutions, largely due existing pro- 
fessional soldiers called Cacos. . . . They have demanded elec- 
tion Bobo President. . . . Stable government not possible in Haiti 
unless Cacos are disbanded and power broken. 

"Such action now imperative at Port au Prince if United States 
desires to negotiate treaty for financial control of Haiti. To 
accomplish this must have regiment of marines in addition to that 
on Connecticut. ... As future relations between United States 
and Haiti depend largely on course of action taken at this time, 
earnestly request to be fully informed of policy of United States." ^ 

Admiral Caperton now attempted to force, at the point of 
marine bayonets, the treaty which the State Department and 
the National City Bank had failed to obtain through negotiation 
and through jfinancial pressure. The first step was to obtain 
a candidate who would be wilHng to serve American purposes. 
Such a candidate was found in the person of Sudre Dartigue- 
nave, who offered, if elected president of Haiti, to accede to any 
terms made by the United States, including the surrender of 
customs control and the cession of Mole St. Nicholas.^ Regard- 
ing this candidate Admiral Caperton wired the Navy Depart- 
ment at Washington on August 5, that he "has never been 
connected with any revolution" and "realizes Haiti must agree 
to any terms laid down by the United States. ... If elected 
must be sustained by American protection." ^ Dartiguenave was 
acting not out of choice, but out of a realization that before the 
rifles of American marines Haiti was helpless. He begged 
only "as far as possible to avoid humiliation." * 

Admiral Caperton, frankly protecting the interests of the 
National City Bank, ordered the government of Haiti to restore 
the treasury service to the National Bank of Haiti, which the 

1 U. S. "Haiti Hearings/' p. 313. 

2 Foreign Policy Association, supra, p. 6. U. S. "Haiti Hearings," 

p. 315. 

3 Ibid., p. 312. 

4 Ibid., p. 325. U. S. "Foreign Relations," 1915, p. 431. 
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government had withdrawn in January when it discovered that 
it could not draw money at its own discretion.^ 

Having found a candidate willing to accept Washington's 
terms, the Navy Department wired on August 10 that Admiral 
Caperton might "allow election of president to take place when- 
ever Haitians wish. The United States prefers election of 
Dartiguenave . . . United States will insist that the Haitian 
government will grant no territorial concessions to any foreign 
governments. The Government of the United States will take 
up the question of the cession of Mole St. Nicholas later along 
with the other questions to be submitted to the reorganized 
Government." ^ These other questions referred to the control 
of customs and the protection of the National City Bank's 
investments. "In order that no misunderstanding can possibly 
occur after election/' the Secretary of State wired on the same 
day to the American Minister at Port au Prince, "it should be 
made perfectly clear to candidates, as soon as possible, and in 
advance of their election, that the United States expects to 
be entrusted with the practical control of the customs and such 
financial control over the affairs of the republic of Haiti as the 
United States may deem necessary for efficient administration." 
The message added, significantly, that the United States would 
support a government elected under these terms "as long as 
necessity may require." ^ 

On the day on which the Haitian legislature voted for the 
new president, marines guarded the doors of the chamber and 
Admiral Caperton's chief of staff circulated among the congress- 
men.* Dartiguenave was elected. 

8. Martial Law in Haiti 

Two days after the election, Robert Beale Davis, American 
Charge d'Affaires at Port au Prince, submitted to the new 
Haitian Government the draft of a treaty, accompanied by a 

lU. S. "Haiti Hearings/' p. 323. 
2 Ibid., p. 315. U. S. Marine Corps, supra, p. 16. 
3U. S. "Haiti Hearings," p. 315. U. S. "Foreign Relations," 1915, 
pp. 479-480. 
* Foreign Policy Association, supra, p. 6. 
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memorandum stating that "the State Department at Washington 
expected that the Haitian National Assembly . . . would 
immediately pass a resolution authorizing the President of Haiti 
to accept the proposed treaty without modification." ^ This new 
draft, resting as it now did on armed force, went much further 
than previous drafts. Not only did it provide for American 
control of customs and finances, but in addition called for a 
native constabulary to be "organized and officered by Amer- 
icans*' and forbade Haiti to sell or lease any of its territory 
to a foreign government. With these terms. Secretary Lansing 
observed in his cablegram of August 24, the Haitian Govern- 
ment had been familiar for more than a year.^ 

But Haiti was no more willing than before to give up its life 
as an independent republic. The State Department seemed to 
have been aware of this ; to insure the acceptance of the treaty 
by the Haitian Government, Admiral Caperton was ordered to 
seize ten of the principal customs houses, to collect the customs 
dues, to organize a constabulary and temporary public works, 
and to support the new Haitian administration.^ Admiral 
Caperton realized the full significance of this order. On Au- 
gust 19 he cabled to Washington: 

"United States has now actually accomplished a military inter- 
vention in affairs of another nation. Hostility exists now in Haiti 
and has existed for number of years against such action. Serious 
hostile contacts have only been avoided by prompt and rapid mili- 
tary action which has given United States control before re- 
sistance has had time to organize. We now hold capital of coun- 
try and two other important sea-ports." * 

Between August 21 and September 2 the American forces 
took over the customs houses at the ten leading ports of Haiti.^ 
For several months American naval officers collected all customs 

lU. S. "Haiti Hearings," p. 8. 

2 Ibid., p. 328. 

3 Foreign Policy Association, supra, p. 8. U. S. Marine Corps, 
"Report on Haiti," p. 19. 

4U. S. "Haiti Hearings," p. 335. 

5 "Current History Magazine," v. 15, p. 887. U. S. Marine Corps, 
supra, pp. 19-23^ 
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dues and made all disbursements. Since the customs houses 
were the only source of national income, this deprived the 
Haitian Government of all income and added to the already 
existing pressure for the ratification of the proposed treaty. 
Opposition to the acts of the United States and to the treaty 
spread throughout the country. President Dartiguenave and his 
cabinet threatened to resign. Caperton wired Washington that 
in case they did resign a military government should be estab- 
lished with an American officer at the head. 'Tresent is most 
critical time in relations with Haiti," he cabled, "and our deci- 
sion now will, to a great extent, determine future course. If 
military government is established, we would be bound not to 
abandon Haitian situation until affairs of country are set at 
right and predominant interests of the United States of Amer- 
ica secured." ^ These predominant interests which were to be 
secured by a military dictatorship were embodied in the pro- 
posed treaty. To one of his captains in Haitian waters Ad- 
miral Caperton explained : "We are having our own troubles 
in Port au Prince endeavoring to get the treaty through. 
Things are not entirely satisfactory, and I may be forced to 
establish a military government here." ^ 

By September the forces under Admiral Caperton were in 
complete control of Haiti, guarding all the principle towns, col- 
lecting and spending all revenues, and turning none of the 
money over to the Haitian Government. "Public order and the 
public purse were altogether in the mastery of the Navy De- 
partment." ^ On September 3, martial law was formally de- 
clared.* The object was, of course, to push the treaty through. 
"Successful negotiation of treaty is predominant part of the 
present mission," Admiral Caperton wired to the commanding 
officer of the battleship Connecticut in northern Haitian waters. 
"After encountering many difficulties treaty situation at present 
looks more favorable than usual. This has been effected by 
exercising military pressure at propitious moments in negotia- 

^U. S. "Haiti Hearings," p. 338. 

2 Ibid., p. 343. 

3 Foreign Policy Association, "Report on Haiti," p. 9. 
4U. S. "Foreign Relations," 1915, p. 522. 
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tions. Yesterday two members of cabinet who have blocked ne- 
gotiations heretofore resigned. President himself believed to 
be anxious to conclude treaty. At present am holding up offen- 
sive operations and allowing President time to complete cabinet 
and try again. Am therefore not yet ready to begin offen- 
sive operations at Cape Haitien but will hold them in abeyance 
as additional pressure/* ^ 

As a result of this "additional pressure" the Haitian Govern- 
ment signed the treaty without modification on September i6, 
191 5, and a modus vivendi was drawn up for its immediate ap- 
plication. But the work of Washington was not yet done. 
Under the Haitian constitution, as under that of the United 
States, no treaty is binding unless ratified by the Senate. The 
opposition there seemed to be irreconcilable to American con- 
quest. Thereupon Admiral Caperton, acting under instruc- 
tions from Washington, seized a consignment of unsigned bank 
notes intended for the Haitian Government and declared that 
they would be turned over to the Haitian authorities immedi- 
ately after ratification of the convention.^ On October 3, Sec- 
retary of the Navy Daniels authorized Admiral Caperton to 
arrange for the payment of a weekly amount to the Haitian 
Government for current expenses, adding that "question pay- 
ment back salary will be settled by department immediately after 
ratification of treaty." ^ 

On November 10, Secretary Daniels cabled Admiral Caper- 
ton a message which is the epitome of government support of 
American investments. 

"Arrange with President Dartiguenave," the cable read, 
"that he call a cabinet meeting before the session of senate 
which will pass upon ratification of treaty and request that you 
be permitted to appear before that meeting to make a statement 
to President and to members of cabinet. On your own author- 
ity state the following before these officers : T have the honor 
to inform the President of Haiti and the members of his cabi- 

1 U. S. "Haiti Hearings," p. 353. 

2 Ibid., pp. 379-383. 

3 Ibid., p. 383. 
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net that I am personally gratified that public sentiment con- 
tinues favorable to the treaty; that there is a strong demand 
from all classes for immediate ratification and that treaty will 
be ratified Thursday. I am sure that you gentlemen will un- 
derstand my sentiment in this matter, and I am confident if the 
treaty fails of ratification that my Government has the inten- 
tion to retain control in Haiti until the desired end is accom- 
plished, and that it will forthwith proceed to the complete 
pacification of Haiti so as to insure internal tranquillity neces- 
sary to such development of the country and its industry as 
will aiford relief to the starving populace now unemployed. 
Meanwhile the present Government will be supported in the 
effort to secure stable conditions and lasting peace in Haiti, 
whereas those offering opposition can only expect such treat- 
ment as their conduct merits. The United States Government 
is particularly anxious for immediate ratification by the present 
senate of this treaty.' ... It is expected that you will be able 
to make this sufficiently clear to remove all opposition and to se- 
cure immediate ratification." ^ 

Admiral Caperton made the situation so clear that the treaty 
was ratified by the Haitian Senate on the very next day, Nov- • 
ember 11, 1915. 

9. The Treaty 

Article Two of the treaty, forced upon Haiti by the combined 
efforts of the State and Navy Departments and Admiral Caper- 
ton's marines, provided that "the President of Haiti shall ap- 
point, upon nomination by the President of the United . States, 
a general receiver . . . who shall collect, receive, and apply all 
customs duties on imports and exports accruing at the several 
customshouses and ports of entry of the Republic of Haiti." 
It also provided that "the President of Haiti shall appoint, 
upon nomination by the President of the United States, finan- 
cial adviser, who shall be an officer attached to the ministry of 
finance, to give effect to whose proposals and labors the minister 
will lend efficient aid." 

lU. S. "Haiti Hearings" p. 394. U; S. "Foreign Relations," 191S, 
p. 458. 



144 DOLLAR DIPLOMACY 

Article Five provided that *'all sums collected and received 
by the general receiver shall be applied, first, to the payment of 
the salaries and allowances of the general receiver, his assist- 
ants, and employees, and expenses of the receivership, includ- 
ing the salary and expenses of the financial adviser . . . sec- 
ond, to the interest and sinking fund of the public debt of the 
Republic of Haiti; and, third, to the maintenance of the con- 
stabulary . . . and then the remainder to the Haitian Govern- 
ment for the purposes of current expenses." 

Under Articles Eight and Nine, Haiti was forbidden to in- 
crease its public debt or modify its customs duties without the 
consent of the United States. Article Ten called for "an 
efficient constabulary, . . . composed of native Haitians," which 
shall be "organized and officered by Americans," which shall, 
among other things, supervise and control arms and ammuni- 
tion and military supplies. By Article Eleven Haiti was for- 
bidden to surrender "by sale, lease or otherwise" any of its 
territory. The treaty was to remain in force for ten years, and 
"further for another term of ten years if . . . either of the 
high contracting parties" should find that its purpose "has not 
been fully accomplished." ^ 

The treaty was ratified by the United States Senate in May, 
19 16. It is still in force and American marines still occupy 
Haiti. Credit for its acceptance by Haiti is not entirely due 
to the efforts of the Secretary of State, the Secretary of the 
Navy, and Admiral Caper ton. Roger L. Farnham, Vice 
President of the National City Bank, was "effectively instru- 
mental in bringing about American intervention in Haiti," be- 
ing transported in his goings and comings between New York 
and Port au Prince aboard vessels of the United States Navy.^ 

10. The Military Occupation 

At the suggestion of Mr. Farnham of the National City 
Bank, and upon nomination of President Woodrow Wilson of 
the United States, the Haitian government appointed John 

^U. S. "Haiti Hearings" pp. 204-7. 

2 Johnson, "Self-Determining Haiti,'* p. 20. 
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Avery Mcllheny of Louisiana as Financial Adviser under 
Article II of the new treaty. The Financial Adviser, nominally 
a Haitian official, proceeded to complete the conquest of Haiti 
by the National City Bank. In July, 1920, he notified the Hai- 
tian Government that he had "instructions from the Department 
of State*' that Haiti must give "its immediate and formal ap- 
proval" to an agreement providing for : 

"(i) A modification of the Bank Contract agreed upon by the 
Department of State and the National City Bank of New York. 

"(2) Transfer of the National Bank of the Republic of Haiti 
to a new bank registered under the laws of Haiti to be known as 
the National Bank of the Republic of Haiti. 

"(3) The execution of Article 15 of the Contract of Withdrawal, 
prohibiting the importation and exportation of non-Haitian money 
except that which might be necessary for the needs of commerce 
in the opinion of the Financial Adviser." ^ 

The purpose of this new agreement arranged by the State 
Department and the National City Bank was to give the latter 
a monopoly on the financial life of Haiti. Haitians, Europeans, 
and even American business concerns protested against this ar- 
rangement on the ground that such an arrangement would 
"make all other bankers and merchants the humble tributaries" 
of the National City Bank. But the American Financial Ad- 
viser continued to press for the acceptance of this agreement 
by Haiti by withholding the salaries of Haitian officials "by or- 
der of the American minister." ^ Haiti protested to Washington 
against this action, but was informed by the State Department 
that salaries would be withheld until Haiti accepted the Financial 
Adviser's terms. ^ 

While the Financial Adviser was riveting the economic con- 
trol of the National City Bank over Haiti, the military authori- 
ties were fastening political control. Under the eyes of Amer- 
ican marines Haiti adopted a new constitution on June 18, 
1918, by which "all acts of the Government of the United States 

1 "Nation," v. Ill, p. 308. 

2 Johnson, supra, p. 44 ff. 

3 "New York Times/' Sept. 20, 1920. 
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during its military occupation in Haiti are ratified and con- 
firmed." The new constitution also abolished one of Haiti's 
oldest safeguards, which provided that foreigners could not 
hold land. 

Charges of brutality have been made against the American 
occupation in Haiti. Over 3,000 "practically unarmed Haitians'* 
have been killed by American marines, according to one 
observer.^ The U. S. Marine Corps Report gives the number 
of Haitians killed as 3,250 — "killed either by marines or by the 
person of the gendarmerie of Haiti.'' ^ The work of building a 
highway from Port au Prince to Cape Haitien was in charge 
of an officer of marines, "who stands out even in that organiza- 
tion for his *treat 'em rough' methods. He discovered the 
obsolete Haitian corvee and decided to enforce it with the most 
modern Marine efficiency. The corvee, or road law, in Haiti 
provided that each citizen should work a certain number of 
days on the public roads to keep them in condition, or pay a 
certain sum of money. . . . The Occupation seized men where- 
ever it could find them, and no able-bodied Haitian was safe 
from such raids, which most closely resembled the African 
slave raids of past centuries. And slavery it was, though 
temporary. By day or by night, from the bosom of their 
families, from their little farms or while trudging peacefully on 
the country roads, Haitians were seized and forcibly taken to 
toil for months in far sections of the country. Those who pro- 
tested or resisted were beaten into submission. . . . Those 
attempting to escape were shot. . . ." ^ 

These atrocities resulted in a brief revolt led by an educated 
and cultured Haitian, Charlemagne Peralte, who had been 
forced to work in convict clothes on the streets of Cape Haitien. 
The revolt was crushed and Charlemagne Peralte was killed. 
"Not in open fight, not in an attempt at his capture," but 
"while standing over his camp fire, he was shot in cold blood 

1 Johnson, supra, p. 12. 

2 U. S. Marine Corps, "Report on Haiti," p. 108. 
^Johnson, supra, p. 13. 
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by an American Marine officer who stood concealed by the 
darkness, and who had reached the camp through bribery and 
trickery." ^ A protest lodged by prominent Haitians with the 
Senate Committee of Inquiry into the occupation of Haiti in 
192 1 declares that the American Occupation "is the most 
terrible regime of military autocracy which has ever been 
carried on in the name of the great American democracy. 

"The Haitian people, during these past five years, has passed 
through such sacrifices, tortures, destructions, humiliations, and 
misery as have never before been known in the course of its 
unhappy history.'' ^ According to an American recently return- 
ing from a visit to Haiti in 1920, "if the United States should 
leave Haiti today, it would leave more than a thousand widows 
and orphans of its own making, more banditry than has existed 
for a century, resentment, hatred and despair in the heart of a 
whole people, to say nothing of the irreparable injury to its 
own tradition as the defender of the rights of man." ^ 

While these atrocities were going on, American business and 
finance were profiting by the Occupation. The advantages of 
the treaty were thus described to the Senate Committee which 
investigated the Occupation in 1921, by H. M. Pilkington, 
vice-president and manager of the American Development 
Company of Haiti : 

"I next made it my business to come in contact with what we 
might call the ruling or political class of the country (Haiti), 
because, at basis, every industrial or other enterprise is funda- 
mentally dependent upon the laws and the execution of those laws 
in whatever country may be concerned. The original financing of 
this Haitian-American Corporation was brought about and put 
to the public directly and definitely upon assurance in Washington, 
by competent people and competent officials, that the treaty between 
the United States and Haiti was, in fact, to be a living thing. 
The largest feature in the floating of the securities of this com- 
pany . . . was predicted, one might say, wholly as to security, 

=^ Johnson, supra, p. 14. U. S. Marine Corps, supra, pp. 70-2, 
2U. S. "Haiti Hearings," pp. 10-33. 
3 Johnson, supra, p. 19. 
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upon the implied bona fides of the United States in carrying out 
this treaty, — the basing of which was security for foreign capi- 
tal." 1 

The National City Bank continued to tighten its "economic 
stranglehold" on the little republic. On June 22, 1920, the 
National Railroad of Haiti, comprising almost the entire rail- 
way system of the island, went into bankruptcy as a result of 
the failure of the Haitian Government to pay the interest and 
sinking fund charges on outstanding bonds. The concession 
was held by a syndicate of which Roger L. Farnham was 
president and which was financed by the National City Bank. 
When the road failed, the United States federal courts appointed 
Roger L. Farnham receiver.^ 

On March 28, 191 7, Haiti and the United States signed a 
protocol extending the 191 5 treaty for twenty years, and stating 
that there was "urgent necessity for a loan for a period of more 
than ten years." ^ Two years later, by a protocol signed on 
October 3, 19 19, Haiti agreed to seek a national loan of $40,- 
000,000 for thirty years. The revenues to secure this loan were 
to be collected by officers nominated by the United States even 
after the expiration of the 191 5 treaty.^ Early in 1922 the 
American financial adviser in Haiti, the National City Bank, 
the Haitian-American Sugar Corporation and the West 
Indies Trading Company began negotiations for a loan to 
Haiti. In March the financial adviser, Mcllheny, informed 
the Senate Committee investigating Haitian affairs that three 
companies were bidding to float this loan, specifying the 
National City Bank, Speyer & Co., and Lee, Higginson & 
Co.^ This throws an interesting sidelight on the technique of 
diplomacy, in view of the facts that the National City Bank had 
a monopoly on Haitian financing, and that Mcllheny had been 
appointed by President Wilson at the suggestion of a National 

lU. S. "Haiti Hearings," p. 789. 

2 "New York World,'' Feb. 19, 1924, P- 3- U. S. "Haiti Hearings," p. 
121. 
3U. S. "Treaties, Conventions, etc.," v. 3, P- 267S. 

4 Ibid., pp. 2678-82. 

5 "New York Times," March 17, 1922, p. 30:5- 
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City Bank official. The appearance of throwing the proposed 
Haitian loan open to competition was continued in September, 
when Acting Secretary of State William Phillips formally in- 
vited American bankers to bid for a $16,000,000 loan. The 
loan was being floated, technically, by Haiti, and Haiti was to 
be responsible for it; nevertheless the bankers were asked to 
send their bids not to the Haitian Government, but to the Amer- 
ican financial adviser through the Division of Latin-American 
Affairs of the State Department at Washington.^ The bonds 
were to be secured by a first lien on Haiti's internal revenue 
and a second lien on its customs — ^both sources of income con- 
trolled by Americans. The loan was the first bloc of the 
$40,000,000 loan provided for by the 19 19 protocol. Whatever 
bids may have been offered, needless to say the concession to 
float the loan was obtained by the National City Company — a 
subsidiary of the National City Bank.^ 

The bonds were offered in the New York market in October, 
and among the sales literature was a letter from Mcllheny. 
The letter emphasized that the bonds would be secured by 
Haiti's internal revenues and customs; that the 191 5 treaty, 
running to 1936, gives the United States the power to nominate 
the customs receiver and the financial adviser; that the 1919 
protocol gives the United States the power to appoint the col- 
lector of the revenues securing the 1922 loan even after the 
treaty of 1915 expires; and that the United States controls the 
increase of Haitian debts and the reduction of its customs.^ 
On October 11, when the contract for the $16,000,000 loan 
was signed, Mcllheny resigned as Haiti's financial adviser. 
President Harding appointed another American — ^John L. Hord 
— as his successor.** In addition to an American minister, an 
American financial adviser, an American receiver-general of cus- 
toms and American marines, Haiti was saddled from time to 
time with special military envoys to force through important 

1 "New York Times," Sept. 13, 1922, p. 30 :2. 

2 Ibid., Sept. 29, 1922. 
8 Ibid., Oct. 9, 1922. 

4 Ibid., Apr. 18, 1923. 
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plans for the State Department and the American bankers. In 
September, 1920, when Haiti objected to National City Bank 
control of the Haitian National Bank, Washington sent Admiral 
Knapp to liquidate the conflict. His mission was intended to 
be secret ; it became public only as a result of Senator Hard- 
ing's pre-election attacks on the Wilson administration. Ad- 
miral Knapp was vested with powers superior to those of the 
American minister in Haiti.^ 

In the spring of the following year, when Harding became 
president, the supreme American official in Haiti was a high 
commissioner — a title used frequently for proconsuls of the 
British Empire. This high commissioner was Brigadier- 
General John H. Russell of the United States Marine Corps. 
His mission, Secretary of State Hughes explained, was to put 
the 1915 treaty into effect.^ General Russell, acting under in- 
structions from Secretary of the Navy Denby, established court 
martial for civilians and promulgated a law of lese-majesty. 
On May 26 he issued an order to Haitians which declared that 
speeches and writings which "reflect adversely upon the United 
State forces in Haiti, or tend to stir up agitation against the 
United States officials, or the president of Haiti or the Haitian 
government" are "prohibited, and offenders against this order 
will be brought to trial before a military tribunal." ^ In August, 
192 1, three Haitian journalists were arrested and court martialed 
for criticising the American occupation in violation of General 
Russell's order.^ 

Further steps to bring Haiti under American economic con- 
trol were taken in 1924, when the Haitian Council of State 
created an Internal Bureau of Revenue to collect all taxes 
except customs duties. This bureau is to be under the super- 
vision of the American receiver-general appointed under the 
treaty of 1915, who is to appoint another American as head of 

1 "New York Times," Sept. 21, 1920. 

2 Ibid., Apr. 25, 1921, p. 167. 

3 Ibid., June 14, 1921. 

4 Ibid., Aug. 29, 1921, p. 25 13. 
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the new bureau. On June 18, 1924, the State Department at 
Washington announced the appointment of Dr. William E. 
Dunn, acting commercial attache of the American Embassy at 
Lima, as director of the Bureau of Revenue.^ 

II. The Nicaraguan Protectorate 

In Nicaragua, as in Santo Domingo and Haiti, the strategic 
interests of American diplomats and the financial interests of 
American bankers combined to produce first diplomatic and 
later military intervention. The strategic considerations cen- 
tered around plans for a United States naval base at Fonseca 
Bay, and, more important still, a canal route across Nicaragua 
to supplement the advantages of the Panama Canal. The 
search for a canal route in Nicaragua is of long standing.^ 

The Clayton-Bulwer treaty of 1850 between the United States 
and England provided for a neutral canal across Nicaragua; 
later such a canal was seriously considered as an alternative 
to Panama. It will probably be built by the United States.^ 
The route over which the United States proposed to build the 
canal was, however, contested by other Central American states, 
with the result that a series of revolutions and wars broke out 
in 1906, until in the late summer of 1907 a general war involv- 
ing all five of the Central American republics seemed imminent. 
President Roosevelt and President Diaz of Mexico brought 
pressure to bear on the several governments to cease hostilities 
and offered to mediate the claims.* Under the guidance of the 
United States, delegates of the five republics met in Washington 
in 1907 and signed a series of eight conventions designed to 
promote the unity of Central America. The most important of 
these agreements provided for a Central American Court of 
Justice, composed of five members, one from each state, to 
which all disputes would be referred for final judgment. 
Although the United States signed not a single one of the 

1 "Current History Magazine," v. 20, p. 845. 

2U. S. Congress, 57:1; "Sen. Doc." 357. 

3 Academy of Political Science, "Proceedings,'' v. 7, p. 426. 

"* Munro, "Five Republics of Central America," p. 208 ff , 
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agreements, it nevertheless proceeded to exercise the dominant 
role under the provisions. Thus President Taft, in his annual 
message to Congress in December, 1909, stated that "since the 
Washington Conventions in 1907 were communicated to the 
Government of the United States as a consulting and advising 
party, this Government has been almost continuously called 
upon by one or another, and in turn by all of the five Central 
American Republics, to exert itself for the maintenance of the 
conventions. Nearly every complaint has been against the 
Zelaya government of Nicaragua which has kept Central Amer- 
ica in constant tension and turmoil." ^ 

The government of President Jose Santos Zelaya opposed 
attempts on the part of the United States to extend its control 
over Nicaragua by obtaining Fonseca Bay and a canal route, 
as well as attempts of American business interests to establish 
themselves in the republic. 

In 1909 a revolution against Zelaya broke out. It was 
financed by Adolf o Diaz, a local official at Bluefields of La Luz 
y Los Angeles Mining Company, an American corporation. 
Diaz was receiving a salary of $1,000 a year. Though he is 
not known to have had other resources, he was able to advance 
the revolution $600,000, which he eventually repaid himself.^ 

The American consul at Bluefields, Thomas C. Moffat, knew 
about the revolution in advance, wiring the State Department 
on October 7 that it would break out the next day and that the 
new government would appeal "to Washington immediately for 
recognition." He was also apparently informed about the 
secret troop movements of the revolutionists and their plans.^ 
Five days later Moffat was able to report to Washington that 
a provisional government had been established with General 
Juan Estrada at the head, that this government was "friendly 
to American interests," and that it guaranteed "annulment of all 
concessions not owned by foreigners." ^ As the fighting between 

1 U. S. "Foreign Relations," 1909, p. xvii. 

2 U. S. Sen. For. Rel. Com., "Convention Between U. S. and 
Nicaragua/' 1914, Part I, p. 32, Part II, p. 88. 

3 U. S. "Foreign Relations," 1909, p. 452. 

4 Idem, 
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the Zelaya government and the rebels grew sharper the United 
States showed its hand more openly. Steamers of the United 
Fruit Company and other American vessels bearing the Nicara- 
guan flag transported men and munitions for the revolutionists 
with the knowledge and assistance of the State Department 
representatives in Central America.^ 

The pretext for an open break with the Zelaya government 
came late in 1909, when two American filibusterers, who had 
been caught trying to dynamite a vessel loaded with Zelaya's 
men, were court-martialed and executed after a confession.^ 
Though these filibusterers had enlisted in the revolutionary 
forces and had thus assumed all the responsibilities of war, 
Secretary of State Knox on December i sent the Nicaraguan 
Charge d'Aflaires at Washington a harsh note giving him his 
passports and openly declaring that the United States was on 
the side of the revolutionists.^ The note added: '^Although 
your diplomatic quality is terminated, I shall be happy to 
receive you as I shall be happy to receive the representative of 
the revolution each as the unofficial channel of communication 
between the Government of the United States and the de facto 
authorities to whom I look for the protection of American 
interests." * 

12, Protecting American Interests 

Zelaya was forced to resign and flee the country. As his 
successor the Nicaraguan Congress elected Dr. Jose Madriz. 
Nevertheless the United States continued to support the Estrada 
revolution against the Madriz government. President Madriz 
protested to President Taft against American interference in 
the domestic affairs of the republic, but the United States insis- 
ted that American ships carrying arms and ammunition for the 
rebels be permitted to pass through the blockade established 
by the authorized government, and insisted furthermore that 

1 Zelaya, "Revolucion de Nicaragua," pp. 26-40. 
2U. S. "Foreign Relations," 1909, p. 447. 
«Ibid., p. 455. 
4 Ibid., p. 457. 
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customs duties be paid to the revolutionists.^ Incidentally, 
the customs revenues at Bluefields had been pledged as a guar- 
anty to a group of American bankers for a loan made in 1904.^ 

The government troops, however, defeated the insurgents 
and forced Estrada to retreat to Bluefields, where they attempted 
to blockade him. At once American marines landed. They 
prevented the government forces from blockading or attacking 
Bluefields. This gave the insurgents a chance to reorganize 
their forces, and with the support of American bayonets they 
were able to seize power. On August 20, after his forces had 
been defeated by Estrada's army, Madriz resigned. A week 
later Estrada and General Emiliano Chamorro entered Managua, 
the capital of Nicaragua.^ 

On October 11, 1910, the State Department appointed Thomas 
G. Dawson, American minister to Panama and the expert who 
had arranged for American control of the customs of Santo 
Domingo, as special agent to Nicaragua. He was instructed 
that to "rehabilitate the finances and pay the legitimate foreign 
and domestic claims it would be advisable to negotiate a loan 
secured by a percentage of the customs revenues to be collected 
according to agreement between the two Governments, but 
in such a way as will certainly secure the loan and assure its 
object." Dawson was also instructed to seek a constitution 
providing "suitable guarantees for foreigners," and compensa- 
tion for the deaths of Cannon and Groce. He was to obtain 
liquidation of fixed claims, such as the Emery claim, and the 
adjudication of unliquidated claims. The State Department 
promised that when a plan for a loan to Nicaragua would be 
drawn up, it would "use its good offices to secure the conclusion 
of a contract based upon its terms between Nicaragua and some 
American financiers of high standing." * 

When Brown Brothers and Company learned of these plans 
they offered to the State Department to float the Nicaraguan 

lU. S. "Foreign Relations" 1910, p. 7S^. 
2 U. S. Sen. For. Rel. Com., supra, p. 227. 
3U. S. "Foreign Relations,'' 1910, pp. 738-60. 
'4 Ibid., pp. 763-4. 
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loan. These bankers had entered into an agreement with the 
George D. Emery Company to collect their claim from Nica- 
ragua, which had been settled for $600,000 in September, 1909, 
just before Zelaya fell. On February 2, 191 1, Brown Brothers 
and Company wrote to Secretary of State Knox : 

"We understand that the Government of Nicaragua is consider- 
ing the advisability of obtaining a new loan for the purpose of 
refunding her present indebtedness and of providing for other 
governmental needs. We also understand that, in order to secure 
such loan upon advantageous terms, the Government of Nicaragua 
is desirous of enlisting the good offices of our own Government 
and of entering into engagements with it which shall furnish a 
satisfactory basis for such security as may be required. Should 
this information be substantially correct, we beg to say that, as 
bankers, we shall be glad to have the opportunity of negotiating 
for such a loan. Apart from our general interest in a matter of this 
kind, we beg to add that we are interested in the George D. Emery 
Co.'s claim against Nicaragua, under the protocol of September 18, 
1909 and that we have, therefore, a peculiar interest in the read- 
justment of that country's finances." ^ 

Secretary Knox replied that Brown Brothers would have an 
equal opportunity with other American bankers to bid for any 
loan Nicaragua might desire to secure.^ 

Meanwhile Thomas C. Dawson proceeded to carry out his 
instructions. On October 2j, 1910, aboard an American battle- 
ship, the principal leaders of the Estrada revolution signed a 
series of agreements later known as the Dawson Pact. These 
stipulated that the United States would recognize the revolution- 
ary government which it had assisted to seize power on the 
following conditions: 

1. That a constituent assembly be chosen at once which would 
elect Estrada president and Adolfo Diaz vice-president, for two 
years. Estrada could not succeed himself and no Zelayists could 
enter the administration. 

2. That a mixed commission, satisfactory to the United States 
Department of State, be appointed to settle claims, including the 
Cannon-Groce indemnity. 

1 U. S. Sen. For. Rel, Com., supra, Part VI, pp. 170-171. 
2 Idem. 
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3. That Nicaragua would solicit the good offices of the American 
Government to secure a loan to be guaranteed by a certain per cent 
of the customs receipts collected in accordance with an agreement 
"satisfactory to both governments." ^ 

Dawson cabled these agreements to the State Department. 
He added that Nicaragua would embody them in a formal 
communication in which it would also request the United States 
to send a financial expert to work out a financial plan. 
The formal communication arrived in Washington soon after- 
ward.^ 

Dawson's dispatch of October 28 informed the State Depart- 
ment that "a popular presidential election is at present imprac- 
ticable and dangerous to peace." Therefore, as provided by 
the Dawson Pact, the Conservative Assembly elected November 
27-28 unanimously chose Estrada president and Diaz vice- 
president. On January i, 191 1, President Taft formally 
recognized the Estrada Government ; three weeks later Secretary 
Knox instructed the new American minister to Nicaragua to 
carry out the provisions of the Dawson Pact. The dispatch 
added that Ernest H. Wands had been appointed by the United 
States Government as financial expert. Secretary Knox for- 
warded copies of the Santo Domingo loan convention and of the 
proposed loan conventions with Honduras and Liberia, saying 
the Honduras convention would "answer all the requirements of 
the present case." He further instructed the American minister 
that *'the Government of Nicaragua is to proceed at the earliest 
possible date to the signature of a convention with the United 
States which shall authorize the contemplated bankers' loan 
contract" to be secured by a percentage of the customs receipts. 
Knox also mentioned that the Nicaraguan minister to the United 
States, Salvador Castrillo, Jr., had requested his government 
to authorize him to sign the desired convention.^ 

For a time the Dawson Pact was kept secret, but the defeated 

lU. S. "Foreign Relations," 1910, pp. 763-4. 
2 Ibid., pp. 765-7. Ibid., 191 1, pp. 625-7, 652-4. 
sibid., 1910, pp. 765-7. Ibid., 1911, pp. 649-52. 
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Liberals in Nicaragua obtained a copy and published it.^ The 
terms upon which General Estrada was supported by the United 
States aroused a storm of opposition in Nicaragua. Many 
patriotic elements saw in the Dawson Pact, with its provisions 
for a loan and American control of customs, the establishment 
of a virtual protectorate. American control of elections aggra- 
vated the situation. In February, 191 1, the American minister 
in Nicaragua cabled to Secretary Knox that "the natural senti- 
ment of an overwhelming majority of Nicaraguans is antagonis- 
tic to the United States, and even with some members of 
Estrada's cabinet I find a decided suspicion, if not distrust, of 
our motives." President Estrada, he added in another wire, 
dated March 27, was "being sustained solely by the moral effect 
of our support and the belief that he would unquestionably have 
that support in case of trouble." ^ 

13. The Knox-Castrillo Convention of 1911 

The chief object of supporting Estrada against the opposition 
of the Nicaraguan people was the floating of the loan and the 
control of customs to secure the loan. In April the Nicaraguan 
National Assembly determined to adopt a constitution guar- 
anteeing the independence of the republic and directed against 
foreign control through loans. This constitution was opposed 
by the American representatives, and when it was adopted 
against their opposition, Estrada dissolved the assembly and 
called for new elections. The step was approved by the State 
Department at Washington. These proceedings resulted in 
protests which led to the resignation of Estrada in favour of 
vice-president Adolfo Diaz.^ 

But Diaz was no more popular than Estrada, and American 
support was necessary to keep him in office. "I am assured," 
the American minister wired the State Department on May 11, 

lU. S. Sen. For. Rel. Com., "Hearings on Nicaraguan Affairs," 

2 U. S. "Foreign Relations," 1911, pp. 655-6. 
8 Ibid., pp. 657-8, 660. 
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"the Assembly will confirm Diaz in the presidency according 
to any one of the . . . plans which the Department may indi- 
cate. ... A war vessel is necessary for the moral effect." ^ 
On May 25 he wired that "rumours have been current that the 
Liberals are organizing a concerted uprising all over the country 
with the declared object of defeating the loan." The Liberals, 
he added, were "in such a majority over the Conservatives*' 
that he hastened to repeat the suggestion "as to the advisability 
of stationing permanently, at least until the loan has been put 
through, a war vessel at Corinto.'' Secretary Knox replied 
that Diaz should not be permitted to resign and that a warship 
had been ordered to Nicaragua.^ 

While the struggle between the people of Nicaragua and the 
American representatives was in progress, Secretary Knox 
signed a convention with the Nicaraguan representative of the 
American-controlled government, at Washington. The Knox- 
Castrillo agreement of June 6, 191 1, provided for the floating 
of a $15,000,000 loan^ to Nicaragua by American bankers and 
the control of Nicaraguan customs houses by the United States. 
Nicaragua also pledged itself not to alter the customs duties 
without Washington's consent and to submit financial reports to 
the State Department.* At the same time, the State Depart- 
ment negotiated with the banking houses of Brown Brothers and 
Company, and J. and W. Seligman and Company for floating 
the loan, stipulating that the Knox-Castrillo convention should 
be made an integral part of the contract to be signed by the 
Nicaraguan Government and the bankers. 

The draft of an agreement for the $15,000,000 loan was sub- 
mitted by the bankers to Nicaragua on June 21. The loan was 
to be paid out by Brown Brothers and J. and W. Seligman, as 
bankers, to themselves as creditors of Nicaragua in the following 
way : to liquidate claims against Nicaragua ; to establish a bank 
which the American bankers should administer; to improve 

lU. S. "Foreign Relations/' 191 1, p. 661. 

2 Ibid., 191 1, pp. 661-2. 

3 Ibid., 1913, p. 1040. 

4 Ibid., 1912, pp. 1074-5. Blakeslee, "Latin America," p. 246. 
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the national railway, which they should control ; and to build a 
new railway upon their own terms, a concession for which they 
were to obtain from Nicaragua and which they were to build 
with Nicaragua's money.^ 

The United States Senate refused to ratify the Knox- 
Castrillo convention, turning it down three separate times 
despite the special urging of President Taft.^ Consequently, 
the loan agreement submitted by the bankers on June 21 
could not go through. The following month, however, the 
bankers submitted another agreement which the American- 
controlled government of Nicaragua signed on September i. 
Under this agreement Brown Brothers and J. and W, Selig- 
man were to make a temporary loan of $1,500,000 to Nicaragua.^ 
The bankers agreed to reorganize the National Bank, taking 
over 51 per cent of the stock, and allowing Nicaragua to keep 
49 per cent. 

The loan convention (knowli as the "Treasury Bills Agree- 
ment") stipulated the following terms: (i) $100,000 of the 
loan was to be used as initial capital for the proposed bank. 
(2) The balance was to be used for reforming, the currency of 
Nicaragua. (3) The bankers were to hire monetary experts 
to reform the currency, but Nicaragua was to pay for them. 
(4) The bankers were to deposit the sum used for reforming 
the currency — $1,400,000 — with the United States Mortgage 
and Trust Company. (5) The loan was to be secured by a 
lien on the customs. (6) The customs were to be collected 
by an American nominated by the bankers, approved by the 
Secretary of State, and "appointed" by Nicaragua. (7) The 
customs were not to be changed without the bankers' consent.'* 
The contract also gave the bankers a lien on the liquor tax, 
and reserved to the bankers the right "to solicit of the United 
States of America protection against violation of the present 

^ U. S. Sen. For. Rel. Com., **Hearings on Nicaraguan Affairs," 1913, 
Part VI, pp. 174-202. 

2U. S. "Foreign Relations," 1912, p. 1076. 

»Ibid., pp. 1078-9. 

4U. S. Sen. For. Rel. Com., "Convention Between the U. S. and 
Nicaragua," Part VI, pp. 205-6. 
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contract, and aid in enforcing its execution." The bankers and 
Nicaragua were to submit disputes to arbitration by the Secre- 
tary of State of the United States. Secretary Knox ordered 
the American charge d'affaires to keep the Nicaraguan legisla- 
ture in session until the loan agreement of September i was 
approved. 

Correspondence between American agents in Nicaragua and 
the State Department at Washington continued to show that 
the United States was prepared to force political and financial 
control upon the little republic in the face of almost nation- 
wide opposition. On July 12 the American charge d'affaires 
notified Secretary Knox that "opinion generally expressed is 
that the United States Government has repudiated its policy 
of protecting Nicaragua against foreigners holding rights in 
ruinous concessions or contracts. ... I strongly urge that 
no further action be taken until the assembly approves the 
loan contract." A month later he cabled that the "opposition to 
these loan contracts and concessions is becoming more deter- 
mined." ^ 

The State Department replied on September 30: "You are 
instructed that of the Nicaraguan matters under consideration 
by the Department, the ratification of the pending loan contract 
and the amendment of the decree establishing a claims commis- 
sion are of the first importance and should be disposed of before 
attention is directed to other subjects." On October 5 the State 
Department again instructed Gunther that "attention should 
be steadily directed to the loan and the claims commission mat- 
ters ; they are of the first importance and vShould be disposed 
of before consideration of political subjects, which should not 
be discussed unnecessarily." The Nicaraguan assembly ap- 
proved the loan contracts on October 9.^ 

Under this agreement Secretary of State Knox appointed 
Colonel Clifford D. Ham as customs collector of Nicaragua. 
Colonel Ham was recommended by Brown Brothers and Com- 

^U. S. Sen. For. Rel. Com., "Convention Between the U. S. and 
Nicaragua/' Part VI, p. 636, 639. 
2 Ibid., pp. 667-70. 



ARMED INTERVENTION 161 

pany and J. and W. Seligman and Company as a person 
''worthy of our confidence."^ From December 11 on, Colonel 
Ham collected the entire customs duties of Nicaragua. In 
December there also arrived in Managua Mr. Charles A. Con- 
nant of New York and Mr. Francis C. Harrison, formerly of 
the British Civil Service in India, to act as monetary experts 
for the bankers. 

14. A Network of Loans 

Juan Estrada was forced to resign because he sought to pre- 
vent the adoption of a constitution protecting Nicaragua's in- 
dependence. His successor, Adolfo Diaz, supported by the 
"moral force" of an American battleship, continued Estrada's 
policy. While the loan contracts were being forced on Nic- 
aragua, the assembly completed a new constitution. Charge 
d'AflFaires Gunther notified the State Department that this 
constitution provided that all government employees must be 
Nicaraguans except those on the Claims Commission, and that 
after adoption the constitution could be amended only by ap- 
proval of two successive congresses. Gunther asked that the 
signing of the constitution be postponed : he had "in mind the 
customs authorities who are not Nicaraguans," but Americans. 
President Diaz and General Mena, who controlled the assembly, 
promised that the constitution would not be promulgated until 
January 31. Secretary Knox insisted that the promulgation 
of the constitution be postponed until the arrival of the new 
American minister, Mr. Weizel, on about January iS.^ 

The Nicaraguan assembly resented American interference. 
On January 12 it ordered the promulgation of the new con- 
stitution in a decree declaring that the "interposition of the 
Charge d'Affaires of the United States carries with it, in efifect, 
an insult to the national autonomy and the honor of the assem- 
bly." « 

The new American minister's first act on arriving in Nic- 

^U. S. "Foreign Relations," 1912, p. 1079. 
2 Ibid., pp. 993-6. 
^ Idem. 
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aragua was to study the new constitution and to notify the 
State Department of the provisions which he considered ob- 
jectionable. He called the Department's attention to Article 
2, which provided that "no compacts or treaties shall be con- 
cluded which are contrary to the independence and integrity of 
the Nation, or which in any wise affect its sovereignty/* 
Article 55 provided that '^Congress alone may authorize 
loans and levy contract by indirect measures." ^ The consti- 
tution also provided that foreigners must present their claims 
against the government in the same ways as Nicaraguans, and 
prohibited monopolies for the benefit of private individuals. 

Minister Weizel called the State Department's attention to 
paragraph 14 of Article 85 as "most susceptible of adverse criti- 
cism." This section vested in the assembly the power to alien- 
ate or lease national property and to authorize the executive 
to do so "on conditions suitable to the Republic." It added 
that "the public revenues or taxes shall not be alienated or 
leased out." ^ 

The constitution was promulgated with these clauses in it but 
the American bankers disregarded them in subsequent contracts 
and agreements. On March 26, 1912, they entered into an 
agreement with Nicaragua for a supplementary loan. Part of 
this loan — $500,000 — was to be used by the monetary experts in 
stabilizing the exchange; the rest — $225,000 — was to be used 
by the Nicaraguan Government for current expenses. The 
loan was for six months at six per cent, with an additional 
bankers' commission of one per cent. It was to be secured by 
the customs revenues, second only to the 191 1 loan; by a lien 
on all government railway and steamship lines; and by the 
claims of Nicaragua against the Ethelburga syndicate of Lon- 
don. Proceeds of any sale of railways or steamships or any 
agreement with the Ethelburga syndicate were to be used for 
the repayment of the loans under this agreement. Anything 
left over was to be used for repaying the 191 1 loan. This 
agreement also provided that Nicaragua should transfer all its 

^U. S. "Foreign Relations," p. 997. 
2 Ibid., p. 997, 1003. 
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railway and steamship lines to a corporation to be organized in 
the United States and to be tax free. The bankers were to 
have a one-year option to buy 51 per cent of the capital stock 
of this new corporation for $1,000,000. If the bankers ex- 
ercised this option they were to lend the company $500,000 for 
extensions and improvements. The bankers were also to have 
an option on the other 49 per cent ; Nicaragua could not sell its 
share to anyone except the bankers until all the loans were paid 
up. Pending repayment the American bankers were to manage 
and control the railways and steamship lines exclusively and to 
choose the board of directors.^ These loan negotiations were 
carried on jointly by the State Department and the bankers.^ 

Two months after this agreement was signed the American 
bankers signed an agreement with the Ethelburga syndicate of 
London. The Ethelburga bonds represented a loan contracted 
by the Zelaya government in 1909 for 1,250,000 pounds. By 
the agreement signed on May 25, 1912, the London balance, af- 
ter interest and sinking fund had been paid off on the bonds, 
was transferred to the American bankers for account of Nic- 
aragua. This balance amounted to about $1,195,000. The 
May 25 agreement was negotiated by the bankers in the name 
of Nicaragua. Under its terms the republic was to recognize 
the right of the American bankers and the London interests to 
"apply to the United States for protection against violation of 
the provisions of this agreement and for aid in the enforcement 
thereof." Among the provisions was that the bonds were to be 
secured by the Nicaraguan customs to be collected by Ameri- 
cans. The American bankers communicated with the State 
Department throughout the negotiations.^ 

On the same day that this agreement was signed with the 
Ethelburga bondholders the American bankers signed another 
agreement with Nicaragua supplementing the loan agreement 
of March 26. The March 26 loan was secured, in part, by the 

lU. S. Sen. For. Rel. Com., "Convention Between U. S. and 
Nicaragua " Part VI, pp. 210-16. 

2U. S. "Foreign Relations," 1912, pp. 1093-1100. 

3 Ibid., pp. 1081-I2, iioo-i. U. S. Sen. For. Rel. Com., fupra, Part 
VI, pp. 234-'5; 239-49. 
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Ethelburga bonds. The supplementary agreement of May 25 
provided that after interest and sinking funds on the bonds had 
been paid the balance should be used to repay loans made by the 
American bankers to Nicaragua.^ 

15. Bullet Diplomacy 

Meantime the unpopularity of President Diaz increased. 
He was able to stay in power only because of American sup- 
port. His opponents in the legislature were calling for an 
election. The American minister, with the approval of the 
State Department, informed them that before settling the 
political affairs of Nicaragua they should establish the proposed 
national bank and place the republic on a sound financial basis. 

The Liberals refused to wait. On July 29 they proclaimed 
a revolution, seizing a large store of war materials, a part of the 
railway and steamers, and several customs houses. The Amer- 
ican manager of the Bank of Nicaragua, Mr. Bundy Cole, 
wired to James Brown of Brown Brothers and Company, in 
New York, for protection. Brown Brothers and Company re- 
plied that the State Department advised them that Major Butler 
would arrive from Panama with American marines. On Au- 
gust 15 Major Butler landed with 412 marines, half of whom 
were quartered at the bank.^ On September 4,1912, the State 
Department notified, the American- minister, at Managua that 
*%e American bankers who have made investments in relation 
to railroads and steamships in Nicaragua, in connection with a 
plan for the relief of the financial distress of that country, have 
applied for protection."^ The American marines at once took^. 
drastic action agamstJhaX?Y.9J:MUP^ists. According to the re- 
porTl^T the United States Secretary of the Navy for 1913, the 
'fo!r6wing""Mvarvesse^ with approximately 125 officers .and 

2,6(^'meirpai^ the revolution : 

California, Colorado, Cleveland, Annapolis, Tacoma, Glacier, 

1 U. S. Sen. For. Rel. Com., supra, Part IX, pp. 400-1. 

2 Ibfd., Part XIII, pp. 504-10. 

3U. S. "Foreign Relations,'' 1912, p. 1043. 
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Denver, and Buffalo, "The officers and men participated in 
the bombardment of Managua, a night ambuscade in Masaya, 
the surrender of General Mena and his rebel army at Granada, 
the surrender of the rebel gunboats of Victoria and Ninety- 
Three, the assault and capture of Coyotepe, the defense of Paso 
Caballos Bridge, including garrison and other duty at Corinto, 
Chinandego, and elsewhere." ^ The most notable event during 
the campaign was the assault and capture of Coyotepe which 
resulted in entirely crushing the revolution. The leader of the 
revolutionary forces surrendered to Rear Admiral Sutherland 
and was exiled to Panama aboard the U. S. S. Cleveland? The 
part of the American minister in crushing the revolution con- 
sisted in sending notes to its leader, General Mena, to surrender 
the railroads which belonged to the American bankers. In this 
line of action he was assisted by the bankers' representatives.* 
Following the defeat of the revolutionists an election was held 
in which the American marines guarded the polls. On No- 
vember 2 Diaz was re-elected for a term of four years. 

16. Exploiting Nicaragua 

The expenses incurred during the revolution forced Diaz to 
apply to the American bankers for another loan. The terms on 
which the bankers offered to make the loan were protested by 
Diaz as harsh, but they were backed up by the State Depart- 
ment, and were incorporated in the loan agreement on Novem- 
ber 4, 1912.^ Under this agreement the bankers were to lend 
Nicaragua $500,000 to be secured by the tobacco and liquor 
taxes, which were to be collected by the American-controlled 
Bank of Nicaragua. In addition the bankers were to get an op- 
tion for the purchase of Nicaragua's 49 per cent of the rail- 
road stock for $1,000,000. The $500,000 loan was to be made 
from the funds resized by the Nicaraguan customs (collected 

1 U. S, Navy, "Annual Report," 1912-13, p. 38. 

2 U. S. ^'Foreign Relations," 1912, pp. 1053-4. 

^U. S. Sen. For. Rel. Com., supra, Part X, pp. 424-6, 

* Ibid., Part VI, pp. 255-6. 
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by Americans) and the Ethelburga funds/ The' Nicaraguan 
congress refused to approve this agreement. After paying 
$350,000 on account under this agreement, the bankers stopped 
payments. 

While the bankers were negotiating for an option on the en- 
tire railroad of Nicaragua, Wilson was elected president of the 
United States. On February 2, 191 3, the American minister at 
Managua informed the State Department that the bankers 
would not "advance another dollar nor entertain a new proposi- 
tion until they are certain that the incoming administration at 
Washington will continue the present policy. This is deeply 
disappointing to President Diaz, who desires to reach a definite 
settlement of the financial question while the present Washing- 
ton administration is still in office, as it thoroughly understands 
that question. Nevertheless President Diaz assures me he will 
not enter into a final loan contract, without previous consulta- 
tion with the Department." ^ To this Secretary Knox replied 
that "there is no foundation for the rumor that the incoming 
administration will change the present policy of the United 
States toward Central America," and instructed the American 
minister to confer with Mr. Bundy Cole, American manager of 
the National Bank of Nicaragua and representative of Brown 
Brothers and Company.^ 

With this assurance from the State Department, the bankers 
entered into a new agreement with Nicaragua on October 8, 
1913."* The agreement stipulated the following: 

1. The bankers were to exercise their option to buy 51 per 
cent of the railroad stock for $1,000,000. 

2. They agreed to lend Nicaragua $1,000,000. 

3. They agreed to lend the railroad of which they would own 
51 per cent $500,000 for improvements and extensions. 

1 U. S. Sen. For. Rel. Com., supra, Part VI, pp. 25S-61 ; Part VIII, 

400-7. 

2 U. S. "Foreign Relations," 1913, p, 1035. 

' Ibid., pp. 1036-67. 

* U. S. Sen. For. Rel. Com., supra, Part VI, pp. 261-4. 
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4. The bankers also purchased 51 per cent of the stock of the 
National Bank for $153,000. 

5. They obtained a preferential right to buy the remaining 
49 per cent of both bank and railroad. Meantime they were to 
have custody of all the stock. 

6. If Nicaragua defaulted, the bankers had the right to sell 
the bank and railroad stock six months thereafter. 

7. The bankers' option on the concession for the Atlantic rail- 
road granted in the 191 1 loan agreement was cancelled. 

8. The bank and railroad were each to have nine directors. 
Six were to be named by the bankers, one by the Secretary of 
State of the United States, two by Nicaragua. 

9. The collection of internal revenues was to be resumed by 
Nicaragua. 

Of the $2,000,000 advanced by the American bankers to 
Nicaragua in payment for the railroad stock and as a loan, the 
republic was actually to receive only $772,424. The balance 
was used to pay off in full all previous loans, for replenishing 
the exchange fund, buying shares in the National Bank, and 
paying various charges to the bankers.^ As a result of this 
transaction, not only had the American bankers collected all 
previous loans, but Nicaragua owed them $1,000,000, her 
Ethelburga balance was gone, and the bankers controlled and 
managed her railroad and bank. 

During the negotiation of the October 8 agreement, the State 
Department was negotiating for a canal route through Nica- 
ragua for which the republic was to receive $3,000,000. This 
sum was intended to make it possible for Nicaragua to repay 
her debts to bankers. The October 8 loan was made with the 
approval of the State Department.^ A statement by Brown 
Brothers and Company and J. and W. Seligman and Company 
indicates that they had the pending canal treaty in mind. The 
statement reads, in part: 

1 U. S. Sen. For. Rel. Com., supra, Part VI, p. 280. U. S. "Foreign 
Relations," 1912, pp. 1094-1102. 
2 Ibid., 1913, p. 1057, 1052. 
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"Should the United States Senate . . . ratify the pending treaty 
with Nicaragua, providing for the establishment of a naval sta- 
tion on the Gulf of Fonseca and granting a perpetual right to 
build the Nicaragua Canal, the proposed payment to Nicaragua of 
$3,000,000 provided in the treaty as compensation, would put that 
Government in a position where it could liquidate the greater 
part of the local debt and claims/' ^ 

17. Buying the Canal Route 

The treaty giving the United States the right to construct a 
canal across Nicaragua was signed on February 18, 191 6. It 
is known as the Bryan-Chamorro Treaty. Under its terms the 
United States paid Nicaragua $3,000,000 in return for the fol- 
lowing concessions: 

(i) The right to construct a trans-isthmian canal by San Juan 
and the Great Lake route or any other route in the territory of 
Nicaragua. 

(2) The control by lease for 99 years of the Great Corn and 
Little Corn islands and of a naval base in the Gulf of Fonseca. 

(3) The United States has the option of renewing the lease 
on the naval base for another 99 years.^ 

The advantages of this treaty to the United States Govern- 
ment have been explained by Colonel Clifford D. Ham, Ameri- 
can customs collector in Nicaragua, to be that it forever elimi- 
nates "the danger of a foreign power seeking and obtaining 
those concessions" ; that it promotes "better diplomatic and com- 
mercial relations" with Latin America; and that it would be 
"an important link in the chain, which we are attempting to 
forge, of preparedness and national defense, and the protection 
of our investment in the Panama Canal." ^ 

That the Bryan-Chamorro Treaty was nothing less than a 
"proposed protectorate of Nicaragua by the United States" was 
clearly indicated in the official correspondence on the matter.* 

One clause in the Bryan-Chamorro Treaty declared that 

1 U. S. "Foreign Relations," 1912, p. 1063. 
2Blakeslee, "Mexico and the Caribbean," p. 306. 
» "Review of Reviews," v. 53» P- i^S- 
4U. S. "Foreign Relations," 1913, P- i027- 
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nothing in it was intended "to aifect any existing rights" of 
Costa Rica, Salvador, and Honduras. It will be remembered 
that in 1906 and 1907 the conflicting claims of several Central 
American republics to the territory comprised in the proposed 
Nicaraguan canal led to war, and subsequently to the establish- 
ment under the direction of the United States of the Central 
American Court of Justice. The Court was hailed, at the time 
of its organization, as an inspiring example of international 
justice. The Court was also invoked again and again by the 
Taft administration to settle Central American disputes. 

During the negotiation of the Bryan- Chamorro pact Costa 
Rica and Salvador protested.^ The naval base on the Gulf of 
Fonseca caused particular alarm. ^ When the treaty was rati- 
fied they appealed to the Central American Court of Justice, 
declaring that the treaty violated their rights. The Court ruled 
that Nicaragua should maintain the status quo existing prior to 
the signing of her treaty with the United States ; but both Nica- 
ragua and the United States refused to abide by the decision of 
the Court. Subsequently Nicaragua refused to re- join the 
Court, and in 1918 the Court was formally dissolved. The 
United States destroyed its own creation to suit its purpose by 
instructing Nicaragua to refuse to execute the award. 

Since completing the financial and military conquest of Nic- 
aragua in 191 3, the American bankers and the State Depart- 
ment have maintained effective control. In 19 18 the High 
Commission of the Republic of Nicaragua was appointed to 
supervise the expenditures of the republic. The Commission 
consists of one Nicaraguan and two Americans, the latter chosen 
by the United States Secretary of State.^ The Commission's 
reports are submitted to the Nicaraguan Government and to 
the State Department. 

In 1920 repairs were needed on the Nicaragua railroad, con- 
trolled by Brown Brothers and J. and W. Seligman. The 
American bankers proceeded to float a $9,000,000 loan to Nic- 

lU. S. "Foreign Relations," 1913, pp. 1022, 1025. 

2 Ibid., p. 1027. 

» Moody's "Analyses of Investments; Governments," 1925, p. 538. 
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aragua. The purpose of this loan, they announced, was (i) 
to refund Nicaragua's external debt, including the Ethelburga 
bonds; (2) to enable Nicaragua to buy "such stock of the 
Pacific Railways of Nicaragua as is held by interests other than 
the Government"; (3) to build a railway to the Atlantic 
coast.^ The American bankers, of course, controlled the Ethel- 
burga bonds, and were the only interests "other than the Gov- 
ernment'* holding stock in the Pacific Railways. The loan 
largely came back to them with interest paid by Nicaragua. 

In July, 1924, Nicaragua finished paying off its debt to 
Brown Brothers and J. and W. Seligman. As a result the 
Pacific Railways reverted to the republic. However, two 
Americans were appointed on the railroad's new board of di- 
rectors. They were Joseph K. Choate and Jeremiah W. Jenks, 
who had been appointed to the High Commission.^ In Sep- 
tember of the same year Nicaragua bought the American 
bankers' share in the National Bank for over $300,000.^ How- 
ever, as in the case of the railroad, this formal transfer of the 
bank did not mean the end of American control. After Presi- 
dent Martinez assured Colonel Clifford D. Ham, American cus- 
toms collector since 1912, that Nicaragua would maintain the 
gold standard, an American commission was appointed to re- 
vise Nicaragua's banking and financial laws. The commission 
consisted of Abraham F. Lindberg, formerly deputy customs 
collector in Nicaragua; and Jeremiah W. Jenks, already on the 
High Commission and the railroad's board of directors. 

While the bankers exercised control over Nicaragua's eco- 
nomic life, the State Department and the American marines 
supervised Nicaraguan politics. Opposition to the American- 
controlled Conservative government, particularly the Chamorro 
faction, had not abated since 19 13. ^An uprising took place in 
the summer of 192 1, and the government declared martial law. 
Washington shipped 10,000 rifles, a number of machine guns 

1 "Commercial and Financial Chronicle," New York, Dec. 18, 1920, 
p. 2372. 

2 Wall Street Journal, July 14, 1924. 

« "Commercial and Financial Chronicle,'* New York, Sept. 13, 1924, 
p. 1236, 
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and several million rounds of ammunition. These enabled the 
fconsefvative government to retain control.^ The Chamorro 
government was threatened by another uprising in the spring of 
1922. The government arrested 300 Liberals and declared 
martial law. The American marines threatened action and the 
Chamorro government was safe.^ 

As in Haiti, the presence of marines led to conflicts with the 
natives. In February, 192 1, marines wrecked the offices of the 
Nicaraguan paper Tribuna, alleged to have criticised the Ameri- 
can Xroixps...- The marines were not subject to martial law, but 
were tried by a United States naval court which sentenced 
them to two years' imprisonment.^ In December of the same 
year. .marines, and native police clashed in the streets; and in 
January, 19^2, a fight between marines and native police resulted 
in the ..death. _Qf four Nicaraguans, and the wounding of five. 
The United States Navy indemnified the families involved, and 
court-martialled the guilty marines.* They were sentenced to 
ten years, but the sentences were later reduced. In August, 

1925, the. marines were entirely .withdrawn from 'Nicaragua. 

They have been replaced, however, by a native constabulary 
trained and officered by Americans. 

18. Militarism as an Imperial Asset 

Regulation, such as that described in this chapter, does 
not necessarily involve the use of armed force, although in all 
of the cases described the military machine of tlie United States 
played a part, even though it was as incidental as that connected 
with the Hawaiian Revolution. The military machine is close 
at hand, however, and when the necessity arises, as it did in 
the cases of Haiti, Santo Domingo and Nicaragua, it is em- 
ployed without serious question. 

I^ich, well armed, equipped with a splendid navy, developing 
its investments in the Caribbean region at a rapid rate, the 

1 "New York Times," Dec. 2, 1921. 

2 Ibid., Apr. 7 and 25, May 23, 1921. 

3 Ibid., Feb. 10 and 27, 1921. 

4U. S. Congress. 68:1; *'Sen. Doc." 24. 
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United States turns, as a matter of course, to some of its 
weaker neighbours with the demand that they recognize the 
economic and strategic interests of the Giant of the North. 
Refusals greet these demands. The weak nations are still 
convinced of their right to independence and the exercise of 
sovereignty. They protest in the name of their ''rights." Ap- 
parently, a small, weak nation has no rights that a great strong 
nation is bound to respect. Protests are ignored. Opposition 
is over-ruled. At length, pressed by political or economic ne- 
cessity, the strong nation stretches out its military arm. 

This is the story of France in Northern Africa, of the Japa- 
nese in Korea, of the British in India and Egypt. It is the gen- 
eral experience of great empires in their dealings with 
undeveloped countries. During the past twenty years the 
United States has added several important chapters to this ex- 
perience by her armed intervention in the Caribbean. 
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VI 
ACQUISITION WITHOUT ANNEXATION 

I. The Sugar Bowl of the World 

When the United States declared war on Spain in 1898, 
American investments in Cuba amounted to $50 million ; up to 
1909 they had increased to $141 million;^ today they have 
reached a total of $1,250 million.^ In 1902 the volume of ex- 
ports from the United States to Cuba was $25 million; at the 
end of 1923, exports had reached $193 million a year.^ In the 
past twenty-two years imports into the United States from 
Cuba have risen from $34 million to $359 million. In 1923 
the United States bought 83 per cent of Cuba's total exports ; in 
the same year Cuba stood sixth in rank in the export trade of 
this country. 

This remarkable economic advance has revolved around 
sugar. Cuba has been called the sugar bowl of the world. Al- 
though the island is no larger than the state of Mississippi, it / 
produces every year a million more tons than India, the second 
largest sugar-producing country. Cuba produces 28 per cent 
of the world's sugar cane and over 85 per cent of Cuba's yearly 
sugar crop is sold to the United States ; over half of the sugar 
consumed in the United States comes from Cuba.* 

Sugar is to Cuba what oil is to Mexico, but in even greater 
measure. However, American economic interests in the little 
island extend beyond the sugar plantations. Of the 1,250,000,- 
000 American dollars invested in Cuban resources, sugar has 

1 Cuba ; Camara de Comercio, "Boletin Oficial,*' v. 4, p. 53. 

2 Pan American Union, "Bulletin/* v. 58, p. 729. 
3U. S. "Foreign Commerce and Navigation," 1901-02, p. 103; 1923, 

p. X. 
-* U. S. "Commerce Year Book," 1923, p. 121 flf. 
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absorbed $750,000,000. The rest is invested in railroads, pub- 
lic utilities, urban real estate, tobacco, factories, mining, mer- 
chandising, agriculture, and ports and terminals. 

2. The Piatt Amendment 

American economic predominance in Cuba has been paral- 
leled by a political control which has caused one historian to 
declare that "Cuba is no more independent than Long Island." 
The history of early American political interest in Cuba will 
be found elsewhere in this book. The virtual, if not official, 
annexation of Cuba begins with the defeat of Spain in the 
Spanish-American War, and the temporary military occupa- 
tion of Cuba by the United States in 1899. At the beginning 
of the war the attitude of the United States as expressed in 
official public documents was interpreted the world over as a 
magnanimous offer of complete independence to Cuba. The 
war resolution of April, 1898, contained a section declaring 
that "the United States hereby disclaims any disposition or 
intention to exercise sovereignty, jurisdiction, or control over 
said island except for the pacification thereof, and asserts its 
determination, when that is accomplished, to leave the govern- 
ment and control of the island to its people.'' ^ 

The Spanish troops evacuated Cuba on January i, 1899, 
and the government of the island was turned over to General 
Leonard Wood, who acted as military governor representing 
the United States. On November 5, 1900, General Wood 
called a convention at Havana to write a constitution for the 
Republic of Cuba, and draw up a treaty with the United States. 
The constitution provided for a president, senate, house of rep- 
resentatives, and supreme court, but the convention was silent 
on Cuba's relations to the United States.^ Under instructions 
from Washington, General Wood requested the convention to 
incorporate into the new constitution a series of provisions 
drafted by the American Secretary of War, Elihu Root. These 
provisions bound Cuba, among other things, never to make any 

1 Latane, "America as a World Power," p. 27. 

2 U. S. War Dept., "Annual Report," 1902, v. i, pt. i, p. 84. 
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treaty impairing the independence of the island, and never to 
contract any pubHc debt in excess of its ordinary revenues. 
At the same time the United States was to have the right to 
intervene to protect the independence of Cuba, the acts of its 
miHtary occupation were to be recognized as legal, and Cuba 
was to grant the United States naval stations.^ 

Washington's request that these provisions be made an 
integral part of the Cuban constitution roused great indignation 
in the island. However, since Cuba was anxious to have its 
new constitution approved and the American troops withdrawn, 
the convention offered to append Secretary Root's provisions 
to the document they had drawn up with a few perfunctory 
statements indicating that the American addition in no way 
compromised Cuba's independence. But Secretary Root re- 
jected the Cuban compromise, insisting that his articles be 
incorporated as an integral part of the Cuban constitution with- 
out comment of any kind. 

Secretary Root's articles, with a few additions suggested 
by General Wood, came to be known as the Piatt Amendment 
after Senator Piatt of Connecticut who introduced them as 
a rider to the army appropriation bill March 2, 1901. The 
Piatt Amendment was passed before any notice was served on 
the Cuban convention. The Amendment as adopted by Con- 
gress directed the President of the United States to leave the 
control of Cuba to the people of the island as soon as a govern- 
ment should be established under a constitution which defined 
the future relations with the United States as follows : 

"i. That the Government of Cuba shall never enter into any 
any treaty or other compact with any foreign power or powers 
which will impair or tend to impair the independence of Cuba, 
nor in any manner authorize or permit any foreign power or 
powers to obtain, by colonization or for military or naval purposes 
or otherwise, lodgement in or control over any portion of said 
island. 

"2. That said Government shall not assume or contract any 
public debt to pay the interest upon which, and to make reason- 
able sinking fund provision for the ultimate discharge of which, 

iRoot, "Military and Colonial Policy of U. S.," p. 211. 
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the ordinary revenues of the island, after defraying the current 
expenses of government, shall be inadequate. 

"3. That the government of Cuba consents that the United 
States may exercise the right to intervene for the preservation of 
Cuban independence, the maintenance of a government adequate 
for the protection of life, property, and individual liberty, and for 
discharging the obligations with respect to Cuba imposed by the 
Treaty of Paris on the United States, now to be assumed and 
undertaken by the Government of Cuba. 

"4. That all acts of the United States in Cuba during its military 
occupancy thereof are ratified and validated, and all lawful rights 
acquired thereunder shall be maintained and protected." 

* * * 

"7. That to enable the United States to maintain the independence 
of Cuba, and to protect the people thereof, as well as for its 
own defense, the Government of Cuba will sell or lease to the 
United States lands necessary for coaling or naval stations at 
certain specified points, to be agreed upon with the President of 
the United States. 

**8. That by w^ay of further assurance the Government of Cuba 
will embody the foregoing provisions in a permanent treaty with 
the United States." ^ 

The Cuban constitutional convention was willing to accept 
the first and fourth proposals, but not the others. The third 
article was especially feared as a standing menace to Cuban 
sovereignty. A protest from Cuba declared that it was the 
duty of the United States to make Cuba "independent of every 
other nation, the great and noble American nation included." ^ 
But Secretary Root insisted on having the Piatt Amendment 
incorporated in the Cuban constitution, and the convention 
was forced to yield after General Wood, under instructions 
from Secretary Root, stated that the third clause of the Piatt 
Amendment did not mean "intermeddling or interference with 
the affairs of the Cuban Government, but the formal action 
of the Government of the United States, based upon just and 
substantial grounds." ^ The Piatt Amendment w^as incorpo- 

lU. S. "Foreign Relations," 1902, p. 321. Ibid., 1904, p. 244. 

2 Ibid., 1902, p. 2>^2. 

3 Root, "Military and Colonial Policy of U. S.," p. 214. 
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rated in the Cuban Constitution on June i, 1901, after becom- 
ing a United States statute on March 2, 1901.^ Finally it was 
made the subject of a special treaty between Cuba and the 
United States on May 22, 1903.^ 

The general dissatisfaction of the Cuban people at this 
legal assertion of American control was somewhat assuaged 
by repeated and emphatic assurances by American public officials 
that the United States had no ulterior motives in forcing the 
Piatt Amendment. Nevertheless, presumptions on the basis of 
the Piatt Amendment began almost immediately after the with- 
drawal of the American occupation and the establishment of 
a Cuban government under President Tomas Estrada Palma. 
Protests were sent by Cuba against direct and unofficial dealing 
with the Cuban Government by certain American consular 
officials, against the landing of marines on the south coast for 
making a magnetic survey without Cuban permission, against 
the American consul at Santiago who attempted to force local 
officials to improve sanitary conditions. At least two of these 
cases were presumed on the basis of the Piatt Amendment. In 
every case, however, the United States admitted Cuba's right 
and sustained her protests, going so far as to remove the Amer- 
ican minister, Herbert Squires, after his undiplomatic actions 
with regard to the Isle of Pines bloodless rebellion. 

At the same time the United States almost at once took 
advantage of Article VII of the Piatt Amendment to obtain 
two naval stations, one at Guantanamo on the south-east coast, 
the other at Bahia Honda on the north-west coast.^ The Bahia 
Honda station has not been occupied since 1912, when a new 
treaty, never ratified, gave it up in return for greater rights 
at Guantanamo, now more important because of the Panama 
Canal. The strategic importance of these naval stations for 
the control of the Caribbean can be seen by a glance at Cuba's 
geographical position. The island lies close to the United States, 
about one hundred miles from Key West. The narrow strait 

1 U. S. "Statutes at Large," v. 31, Pp. 897-8. 

2 Ibid., V. ss, p. 2248. 

3 U. S. "Foreign Relations," 1903, p. 350. 
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between Havana and Key West is the only entrance into the 
Gulf of Mexico available to Northern shipping. 

3. Second Military Occupation 

In 1906 the United States under cover of the Piatt Amend- 
ment intervened in Cuban affairs by force of arms. In August 
of that year, following the re-election of President Palma, a 
general insurrection took place in Cuba. Dr. Alfredo Zayas, 
one of the leaders of this insurrection, described it as an *'armed 
protest against the frauds perpetrated at the last elecion." ^ The 
American charge d'affaires at Havana, Jacob Sleeper, urged 
the Palma government to take energetic action against the 
insurgents,^ but the American most active in opposing the rebel- 
lion was Frank Steinhart, the American Consul General at 
Havana. Steinhart came to Cuba as a sergeant in the first 
American army of occupation; he became Official in Charge 
of Archives under General Wood, and American Consul General 
when the American troops were withdrawn. Today he figures 
in the popular imagination as the Cuban Rockefeller, being head 
of the Havana Electric Railway, Light and Power Company, 
capitalized at $36,000,000, and interested in a number of other 
important enterprises. 

Steinhart, as Consul General at Havana, appealed to the 
State Department for immediate American intervention. On 
September 5, Assistant Secretary of State Robert Bacon in- 
formed him that President Roosevelt, "for your private in- 
formation, believes actual, immediate intervention, to be out 
of the question." ^ 

On September 8, Steinhart cabled to Washington that Presi- 
dent Palma requested two United States warships, one to 
Havana and one to Cienfuegos. 

"They must come at once," he wired. "The government 
forces are unable to quell the rebellion. The Government is 
unable to protect life and property. President Palma will 

^U. S. "Foreign Relations," 1906, p. 469. 

2 Ibid., pp. 456-7. 

3 Ibid., p. 475. 
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convene Congress next Friday, and Congress will ask for our 
forcible intervention. It must be kept secret and confidential 
that Palma asked for vessels. No one here except President, 
secretary of state, and myself knows about it.'* ^ 

Two days later Steinhart again cabled for the warships, saying 
that President Palma was worried because no reply had been 
received. To this Assistant Secretary Bacon replied on Sep- 
tember 10 : *'Two ships have been sent, due to arrive Wednes- 
day. The President (Roosevelt) directs me to state that per- 
haps you do not yourself appreciate the reluctance with which 
this country would intervene. President Palma should be 
informed that in the public opinion here it would have a most 
damaging effect for intervention to be undertaken until the 
Cuban Government has exhausted every effort in a serious 
attempt to put down the insurrection.'* ^ 

In response to repeated appeals for action from Steinhart 
and Charge d'Affaires Jacob Sleeper, President Roosevelt sent 
Secretary of War WiUiam Howard Taf t and Assistant Secretary 
of State Robert Bacon to Havana. On their arrival, September 
28, President Palma obtained the resignation of his entire 
cabinet, then resigned himself, preventing Congress from elect- 
ing a provisional president by dissolving it, and appealing to 
the United States to take over the government of Cuba. A 
provisional government was established by Messrs. Taft and 
Bacon, exercising Cuban sovereignty under the authority of 
the President of the United States,^ and sustained by American 
troops under the command of General Franklin Bell. On 
October 13, Secretary Taft turned the provisional government 
of Cuba over to General Charles E. Magoon and returned to 
Washington.^ 

The second military occupation of Cuba lasted from 1906 
to 1909. It was undertaken under the Piatt Amendment. 
From avowing reluctance to intervene in September, President 

^U. S. "Foreign Relations," igo6, p. 473^ 

2 Ibid., p. 474. 

3 Ibid., pp. 489-90. 

4 Ibid., p. 494. 
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Roosevelt reached the point where he could say in his congres- 
sional message of May 3 that while the United States did not 
wish to annex Cuba it was ''absolutely out of the question that 
the island should continue independent" if the "insurrectionary 
habit" should become "confirmed." ^ 

The three years of General Magoon's occupation have been 
described by Cubans as "the most disastrous in the island's 
history." ^ At the beginning of the second occupation Cuba 
had over $I3,chdo,ooo in the national treasury. When General 
Magoon left the island in 1909 there was a national deficit of 
over $12,000,000. 

Much of this money was spent on extravagant and irregular 
contracts for public improvements. Many of the concessions 
granted by General Magoon were successfully disclaimed by the 
Cuban Government when he left, but most of them it was 
forced to sustain, since the United States declared itself "morally 
responsible" for their fulfillment. One of the most important 
concessions let by the American military governor to an Amer- 
ican company was the concession for paving and sewage in 
Havana to the McGivney and Rokeby Construction Company. 
Others were let to H. J. Reilly. 

The richest concession was granted to Consul General Frank 
Steinhart, who had worked hard for intervention. The Amer- 
ican authorities found Steinhart invaluable during the military 
occupation. They oi^cially acknowledged their debt to him 
in their reports.^ The concession which he received from 
General Magoon was for the extension of the lines of the 
Havana Electric Railway, Light and Power Company referred 
to above. It is the most important public utility corporation 
in Cuba today, with a capitalization of $36,000,000, and Frank 
Steinhart is its president. It maintains a complete street rail- 
way system extending into every section of Havana and its 
suburbs, running through every street of business importance. 

lU. S. "Foreign Relations," 1906, p. xlv. 

2 Sociedad Cubana de Derecho Internacional, "Anuario," 1922, p. 
407. 
« U. S. War Dept., "Annual Report," 1905-06, p. 450. 
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The company also supplies the entire city of Havana and the 
surrounding area with electric light and power. It has two large 
wharves on Havana harbour. In 1921, when the sugar crisis 
forced banks to suspend and when imports fell to one- fourth 
of their normal amount, the company reported a material gain 
in business, and the statement for that year announced net 
earnings of over $5,000,000.^ 

Among his other activities, Consul General Steinhart was also 
financial representative in Cuba of Speyer and Company. In this 
capacity he put through for Speyer and Company the $16,500,- 
000 loan of 1909 to finance the sewerage concession mentioned 
above. 

This was the second loan in Cuba's history. The first loan 
($35»ooo,ooo, 1904), also from Speyer, was used to pay war 
claims, many of which had been bought up at a discount by 
Americans. 

4. The Third Landing of Troops 

The second American military occupation ended in 1909 
with the inauguration of President Gomez, but American inter- 
vention in Cuban affairs continued. For three years the State 
Department under Secretary Knox repeatedly interfered in 
Cuban affairs. In 19 12, following the outbreak of race riots, 
the Piatt Amendment was once more invoked and American 
troops were landed for a third time on Cuban soil. 

The race riots were precipitated by the conflict between the 
Partido Independiente de Color and President Gomez. The 
Negro party claimed it was deprived by President Gomez of 
political standing which it had been accorded by the provisional 
government under General Magoon. Declaring that the Gomez 
administration was bound to carry out the acts of the American 
occupation, the Negro party raised the standard of revolt, to 
gain its political rights.^ 

Fears for American property in Cuba are repeatedly expressed 
in the official dispatches from the American minister at Havana. 

1 Havana Electric Railway Company, "Annual Report," 192 1. 
^U, S. "Foreign Relations," 1912, p. 240 ff» 
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On May 3, 1912, the Havana stevedores went on strike, and 
American warships and marines were at once sent to Guan- 
tanamo and Santiago. On May 25 the battleship Nebraska 
was sent to Cuba, and additional forces to Key West. A 
gunboat was also sent to Nipe Bay, where the United Fruit 
Company has large sugar plantations/ and the Spanish-American 
Iron Co., a subsidiary of Bethlehem Steel, has mines and 
mills.^ These acts were accompanied by a note from Secretary 
Knox to the American minister to Havana ordering him to 
"inform the Cuban Government that in the event of its inability 
or failure to protect the lives or property of American citizens 
in Cuba the Government of the United States, pursuant to 
its uniform custom in such cases, will land forces to accord 
necessary protection." The note added: "This is not inter- 
vention." ^ 

By June 5, however, Secretary Knox went so far as to 
threaten formal intervention: "Four large war vessels," he 
cabled to the American minister at Havana, "will forthwith be 
sent from Key West to Guantanamo. It is hoped these meas- 
ures will at once awaken the Cuban Government to prompt and 
adequate discharge of its responsibilities, and you will vigor- 
ously impress upon the President of Cuba that a continued 
failure on the part of his Government adequately to protect 
life and property will inevitably compel this Government to 
intervene in Cuba under and in response to its treaty rights 
and obligations." ^ 

The sending of American battleships and the landing of 
troops was accomplished over the continued protests of the 
Cuban Government that it was doing its best to meet the 
uprising and in a few days had succeeded in cornering it. 
The rebellion collapsed when its leader was killed. The 
American forces were then withdrawn. 

The following year, 19 13, saw the inauguration of Mario 

1 Moody's "Analyses of Investments: Industrials," 1916, p. 1145. 

2 Ibid., 1919, p. 916. 

3U. S. "Foreign Relations," 1912, p. 248. 
4 Ibid., p. 254. 
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Garcia Menocal as President of Cuba. He was a wealthy 
sugar planter, a conservative, and as such acceptable to Washing- 
ton; but his Secretary of Foreign Affairs, Dr. Cosme de la 
Torriente, resisted the encroachments of the American State 
Department in various minor cases. Pressure was brought to 
bear on Menocal to remove him, but Torriente resigned instead.^ 

5. The Fourth Landing of Troops 

The military occupation of 1906 and the landing of American 
troops in 19 12 were both occasioned by political quarrels in 
Cuba. Another political quarrel led the Wilson administration 
to follow the policy of its predecessors and to land troops 
on Cuban territory as the most effective means of enforcing 
American views. The occasion was the Cuban election of 
191 7. President Menocal was running for re-election on the 
Conservative ticket. Early election returns indicated that the 
Liberals would win. Delays followed. Finally Menocal was 
declared elected. The Liberals appealed to the Cuban Supreme 
Court and the court sustained ^ the claims of the Liberals that 
election boxes were opened, returns falsified, polls established 
in inaccessible places, and Liberals barred from voting by 
force of arms in remote provinces. On the basis of the 
Supreme Court decision new elections were held in two out 
of the six provinces. As these provinces usually went Liberal 
it seemed certain that the Liberals would win. 

Meantime the Liberals appealed to the American Secretary 
of State, Robert Lansing, to request the Cuban Government 
to guarantee impartial elections. Secretary Lansing formally 
acknowledged the appeal but took no action. Failing in this, 
the Liberals attempted to confine Menocal at his country estate 
and to have the elections held under the Vice President, who 
was respected for his honesty. Several Liberals were at once 
jailed and the Conservative Party raised the cry of revolution. 
The State Department at Washington took notice of the strug- 

i Sociedad Cubana de I>erecho Internacional, "Anuario," 1922, p. 
427. 
2 Ibid., p. 430, 
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gle by sending official warning that no government not duly 
elected would be recognized by the United States and that revo- 
lution would not be tolerated.^ 

Despite this warning, the Liberals occupied several towns 
including Santiago. The American minister at Havana, Wil- 
liam E. Gonzalez, thereupon issued a proclamation to the revo- 
lutionists in the name of the United States threatening severe 
punishment if they did not lay down their arms. He warned 
them that they would be held responsible for all damage to prop- 
erty, and stated the doctrine evolved by President Wilson that 
no government founded on revolution would be recognized by 
the United States.^ Significantly enough this threat against 
the rebels came from a United States official rather than from 
the Cuban Government. 

During this controversy, the Cuban Government, following 
the example of the United States, declared war on Germany. 
In the formal note of congratulations sent by the State De- 
partment to Cuba it was stated that the Liberal revolutionists 
would be regarded as the common foe of both the United States 
and Cuba.^ 

After several other notes of a similar nature, two hundred 
American marines landed at Santiago, taking the town from the 
Liberal revolutionists. This armed invasion was coincident 
with the holding of the appealed elections. As no precautions 
were taken to remove the conditions against which the Liberals 
had risen in arms, Menocal was elected by a narrow margin. 
Among the Liberals who took part in the revolution crushed 
by American arms were ex-President Gomez and Dr. Alfredo 
Zayas, one of the leaders of the 1906 revolt and subsequently 
president of Cuba. 

The Menocal Government, secure in power with the as- 
sistance of American bayonets, now agreed to the presence of 
over 2,000 American marines, which Washington had sent to 
protect the sugar interests threatened during the revolution. 

1 Cuba ; Estado, *'Boletin," v. 14, pp. 74-5- 

2 Ibid., pp. 75-6. 

3 Cuba; Hacienda, "Boletin,** vi. 16, p. 469. 
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The explanation for their presence was that they were being 
trained for service in Europe! Despite this official explana- 
tion the troops remained until the end of January, 1912, when 
the last 350 sailed. 

In February, 191 9, the American Minister Gonzalez, in a 
proclamation ^ addressed "to the Cuban people," announced the 
coming of General Enoch H. Crowder, who had formerly 
served under General Magoon during the second American 
military occupation. General Crowder arrived on March 10 
with a battleship for moral effect which remained in Cuba dur- 
ing his entire stay, or was relieved by another vessel. He 
undertook a study of the Cuban electoral law with a view to 
preventing disturbances. Finding it necessary to revise the 
census law for this purpose, he sent for another American, 
Harold E. Stephenson. The administration of Cuban affairs 
by Americans was carried on at Cuba's expense.^ 

6. The Civil Occupation of Cuba 

The arrival of General Crowder marked the beginning of a 
new American policy in Cuba. Daily regulation was now sub- 
stituted for occasional armed int^ervention. General Crowder 
continually sent notes and suggestions to the Cuban Govern- 
ment. Other American administrators continued to arrive in 
Cuba. In 1920, an American commission of steamship mag- 
nates arrived to clear up the congestion in Havana harbour. 
The Cuban Government received its report, enacted legislation, 
and the congestion continued.^ The following year there came 
B. S. Wells and Oscar Wells, one to keep General Crowder 
in touch with Washington, the other to reorganize Cuban bank- 
ing. 

Meanwhile, in December, 1920, Albert Rathbone arrived to 
act as financial adviser to the Cuban Government. He was 
sent, it was stated, at the request of Cuba, but the Cuban Secre- 
tary of the Treasury, Leopoldo Cancio, who was supposed to 

1 Sociedad Cubana de Derecho Internacional, "Anuario," 1922, p. 451. 

2 Cuba, "Censo," 1919, pp. 2, 18. 
s "La Prensa," July 15, 1920, 
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make the request, knew nothing about it. This official there- 
fore resigned and Mr. Rathbone took his place during the 
remainder of his stay. 

The American financial adviser investigated the financial 
crisis of 1920-192 1 brought about by the tremendous sugar 
deflation. Shortly after the war the United States Sugar Con- 
trol Board abruptly ceased to function. This precipitated a 
financial crisis in Cuba which was complicated by two other cir- 
cumstances : first, Cuba owed money to American contractors 
and investors who appealed to Washington ; second, it fell into 
arrears to the extent of one interest payment on government 
loans held in the United States. 

One of these loans was a credit for $30 million made by the 
United States Treasury when Cuba declared war on Germany. 
The credit was unrequested. Part of it was immediately dis- 
counted for four submarine chasers thrust upon Cuba, again 
unrequested. When interest on this loan fell in arrears one 
month the United States demanded that Cuba immediately re- 
organize its finances, threatening intervention as an alternative. 

The National City Bank, which is behind practically all 
American sugar interests in Cuba and controls the Cuba Rail- 
road, took advantage of the Republic's financial dif^culties to 
foreclose its mortgages on a number of native sugar planta- 
tions. These plantations were then taken over by the General 
Sugar Company, a National City Bank subsidiary. By this 
action, nearly ten per cent of the total Cuban crop was added 
to the part controlled by Americans. 

To stabilize Cuban finances the American financial adviser, 
Albert Rathbone, made fourteen recommendations which Gen- 
eral Crowder, on the second visit, proceeded to enforce in the 
face of great opposition.^ 

1. To restore confidence by removing the moratorium. 

2. To relieve dock congestion, which affected American ship- 
pers. 

3. To make American paper money the only paper legal ten- 
der, prohibiting the issue of Cuban paper money. 

i"Heraldo de Cuba," Jan. 8, 1921. 



ACQUISITION WITHOUT ANNEXATION 187 

4. To secure a loan of from fifty to one hundred million 
dollars. 

5. The bonds of this loan must be held in the United States. 

6. To form a debt commission to take care of matters per- 
taining to this loan as long as it exists. 

7. To continue the moratorium for thirty days to prepare for 
its removal. 

8. Immediately sell the hoarded sugar crop, an enormous 
surplus, to Americans at the market price. 

9. To ask the United States to sanction the loan officially. 

10. To stop Cuban governmental control of sugar prices and 
not to approve the loan if this is disregarded. 

11. To permit American gold to leave the country, repealing 
the decree forbidding it. 

12. To establish a clearing house. 

13. To insure the losses of bank depositors. 

14. To seek American co-operation in formulating banking 
laws. 

The loan referred to in these fourteen points was issued 
by J. P. Morgan & Co. in 1923 for the sum of $50,000,000 
and was issued, as specified by Albert Rathbone, "with the 
acquiescence of the United States Government under the pro- 
visions of the Treaty dated May 22, 1903," which ratified the 
Piatt Amendment. The conditions of the loans as set forth in 
the sales letter issued by J. P. Morgan & Co., on January 15, 
1923, indicated the implications of the Piatt Amendment and 
the connection between political control and financial conces- 
sions. "The principal and interest of these bonds," the letter 
states, "are to be forever exempt from any Cuban taxes now 
existing or which may hereafter exist. ... By an act of the 
United States dated March 2, 1901, certain provisions were for- 
mulated which have been incorporated by amendment in the 
Cuban constitution and have also been embodied in a Treaty, 
dated May 22, 1963, between the United States and Cuba. 
Under these provisions, commonly referred to as the Tlatt 
Amendment/ the Republic of Cuba agrees not to contract any 
public debt the service of which, including reasonable sinking 
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fund provisions, cannot be provided for by the ordinary reve- 
nues. In addition to this financial safeguard, the RepubHc also 
agrees not to enter into any foreign treaty or compact which 
may impair its independence, and furthermore grants to the 
United States the right to intervene for the purpose of pre- 
serving Cuban independence and maintaining a government 
adequate for the protection of Hie and property. . . . These 
bonds are to be the direct obhgations of the RepubHc of Cuba, 
which pledges its good faith and credit for the prompt pay- 
ment of principal and interest. In addition they are to be se- 
cured : 

"(a) By a charge on certain revenues of the Republic, in- 
cluding the customs revenue, subject to existing charges, but 
prior to any future charges. 

"(b) By a first charge on lo per cent of the amount by which 
the revenues of the Government in each fiscal year exceed 
$60,000,000." 

The sales letter quotes pertinent sections of the Piatt Amend- 
ment, and adds that "Major General Enoch H. Crowder has 
been in Cuba during the past two years as the representative 
of the United States Government for the purpose of assisting 
the Cuban Government. As the result of his report and rec- 
ommendations with respect to this loan, the Government of the 
United States has acquiesced in its issuance." J. P. Morgan 
& Co. were also able to state, as a result of the third of Albert 
Rathbone's recommendations, that "except for her subsidiary 
coinage, Cuba uses United States currency. The Cuban Na- 
tion, therefore, in a period of readjustment since the ending of 
the World War, has been entirely free from currency infla- 
tion." 

In the process of coercing the Cuban Government to carry out 
these proposals, as weH as other accessory ones of his own con- 
triving, General Crowder for two years was engaged in an inti- 
mate intervention in all of the government's affairs, the infinite 
details of which can hardly be given in so limited an account. 
By means of a series of secret "memoranda" directed to the 
President of the Republic, legislative and administrative re- 
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forms desired by the State Department or the prospective 
bankers, were forced upon both the Cuban Congress and the 
President by thinly veiled threats of financial and military in- 
terventions, and legislative conferences at which General 
Crowder was present were completely overridden by him. 

7. The Economic Occupation of Cuba 

From the first military occupation of Cuba by the United 
States at the beginning of this century, through subsequent 
military and civil control, American economic interests have 
steadily developed their hold upon the island. One of Presi- 
dent Roosevelt's earliest special acts was to urge Congress to re- 
duce the tariff on Cuban imports, chiefly sugar.^ A bill pro- 
viding for reciprocity with Cuba and for a 20 per cent reduc- 
tion on sugar, was introduced, but the American beet sugar 
interests, which had opposed the annexation of Hawaii, fought 
this bill which menaced the development of the beet sugar in- 
dustry in the United States. The chief support for reciprocity 
came from the American Sugar Refining Co., generally known 
as the "Sugar Trust.'* The opposition was so strong that 
President Roosevelt sent a special message to Congress on 
June 13, 1902, urging the passage of the bill.^ 

In the course of the controversy the beet sugar interests 
showed that an active propagandist for the bill, F. B. Thurber, 
president of the United States Export Association, who had 
been distributing reciprocity leaflets, was in the pay of the 
American Sugar Refining Company and of General Leonard 
Wood, military governor of Cuba. General Wood submitted 
an explanation to the War Department on July i, 1902, in 
which he admitted spending over $15,000 for reciprocity prop- 
aganda.^ This exposure killed the bill in Congress, but by a 
treaty signed with Cuba, December 11, 1902, the Roosevelt / 
administration established reciprocity. Cuban products were 
to be admitted at a 20 per cent reduction; American products 

^U. S. "Foreign Relations/* 1901, p. xxxi. 
2U. S. Congress, 57:1; "Sen. Doc." 405', p. i. 
^U. S. Congress, 57^1; "House Doc.'* 679, p. 2. 
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were to enter Cuba at 25, 30, and 40 per cent reductions. The 
treaty also provided that so long as it was in force no sugar was 
to be admitted into the United States at a lower rate of duty 
than that provided by the Dingley tariff.^ Following the sign- 
ing of this treaty American exports to Cuba rose from $25 
million in 1902 to $48 million in 1906, while imports from Cuba 
rose from $34 million to $86 million.^ 

This preferential tariff works chiefly to the advantage of the 
American sugar refiners, who import 85 per cent of Cuba's 
total sugar output. The workings of the tariff are described 
by H. C. Prinsen Geerligs.^ 

"Through the active cooperation of the American buyers this 
^ preference does not altogether go to the Cuban producers, but 
chiefly falls to the organized American refiners, as in most years 
the Cubans have no option but to go to the American market. 
The refiners make the most of it by bidding less for Cuban sugar 
than for Java or other foreign sugar of the same quality, which, 
being unprotected, corresponds in price with free sugar and can 
fetch the world's price. They can easily do this as they take care 
to bid so much below the world's price as will keep it within 20 
per cent of the import duty, in which case their price will still be 
a little higher than the net world's price. Only when their margin 
exceeds the 20 per cent will it become profitable for the Cuban 
planters to offer their sugar in the open market; but the buyers 
take good care to prevent this until their wants are provided for." 

Next to sugar, the railroads and ports represent the most 
important American investments in Cuba. These depend for 
their income chiefly on the handling of the Cuban sugar- 
crop. Cuban railways can be grouped under two systems. 
In the eastern and central provinces are the lines of the 
Cuba Railroad, which is controlled by the Cuba Company, 
an American concern owning large sugar lands and mills. 
This road bears the brunt of the sugar traffic as it passes 
through the heaviest sugar producing sections of the island, 

lU. S. "Foreign Relations," 1903, p. 375- 

2U. S. "Foreign Commerce and Navigation,'' 1901-02, p. 103; 1905-06, 

p. 51- 
3 Prinsen Geerligs, "World's Cane Sugar Industry," p. 184. 
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and is, besides, the only railroad at the eastern end of 
the island. The Cuba Railroad also owns the Camaguey and 
Nuevitas Railroad, which has given it a deep-water terminal 
on Nuevitas, which is considered to be potentially the greatest 
sugar-port in the world. It also owns the Compania Industrial 
y Naviera Cubana, a company running tugs, lighters, and 
dredges.^ This first great railway system is run by the Con- 
solidated Railways of Cuba, which controls the Cuba Northern 
along the north coast, built and owned by Colonel Jose Tarafa. 
This line is the only public service railway in the section 
through which it runs, and has transported on an average of 
6,500,000 bags of sugar yearly during the past three years. 
Its eastern terminal is at Puerto Tarafa.^ Nearby are twelve 
warehouses owned by the railroad. A summary of the ports 
served by these two railroad systems would include practically 
all the sugar ports in Cuba. 

The second great Cuban railway system is run by the United 
Railways of the Havana and Reglas Warehouses. It was in- 
corporated in England and most of its directors are English. 
It controls, however, the Havana Central Railway, a company 
with a perpetual concession, incorporated in New Jersey in 
1905, the majority of whose directors are Americans living in 
New York. The majority of lines carrying the sugar crops are 
American controlled. 

In 1923 Colonel Tarafa, owner of the Cuba Northern Rail- 
ways, a veteran of the Cuban wars of independence, was re- 
sponsible for the introduction of a bill authorizing the consoli- 
dation of his road with the Cuba Railroad and the Camaguey 
and Nuevitas and giving this combined system a legal monopoly 
of the sugar crop transportation and all future railroad develop- 
ment on the island. In this action, Tarafa actually represented 
the Cuba Railroad, but it was said that the bill was the result 
of a controversy between Tarafa and sugar planters using his 

1 Moody's "Analyses of Investments: Steam Railroads,*' 1924, pp. 
2003-7. 

2 Ibid., pp. 200&-9. 
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lines who violated their contracts and sent their sugar through 
private ports of their own.^ The bill provided for the follow- 
ing: 

(i) The formation of the Consolidated Railways of Cuba, 
which it was claimed would result in an immediate reduction of 
20 per cent in the rates for hauling sugar over loo miles. 

(2) The association of all other railway companies with the 
Consolidated system, since only one such system was to be 
permitted. 

(3) The establishment of about twenty authorized ports and 
the closing of all other private ports by revoking concessions. 

(4) The taxation on all sugar exported through unauthor- 
ized ports in cases where railway facilities failed to connect 
them with an authorized port. 

American sugar interests at once protested to the State De- 
partment against this bill. They were joined by other -Amer- 
ican enterprises in Cuba, such as the American Metal Company, 
which benefited by private ports. The protests objected that 
the bill was confiscatory in character and would entail loss of 
property ; also that hauling sugar hundreds of miles instead of 
'shipping direct was economically insane. The Rotary Club of 
Cuba also protested that the sugar industry and consequently 
the economic life of the country would sufifer.^ 

Martin W. Littleton, counsel for the Cuba Railroad, replied 
to these objections that the fight was between two sets of Amer- 
ican interests, and Washington must not seek to coerce Cuba 
either way. Owners of private ports, he declared, enjoyed 
special privileges for which they should be taxed. He added 
that Colonel Tarafa had consulted American interests before 
introducing the bills, — notably C. E. Mitchell of the National 
City Bank, with 24 branches in Cuba, and whose directors own 
the Cuba Railroad! 

The State Department protested against what it called the 
confiscatory features of the bill, although it looked favourably 
on the consolidation as promoting efficiency and ''correcting 

1 "New York Times," Aug. 12, 1923, p. i, 4. 

2 Idem. 
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customs abuses." The Cuban Congress had to wait for the 
State Department's assent before passing the bill, after Wash- 
ington had obtained easier terms for American mill owners 
who would suffer from the proposed taxation. =^ On the other 
hand, Cuban public opinion was inflamed against creating a 
railway monopoly favourable to American interests. The Cu- 
ban minister to London was recalled because he spoke against 
the bill and joined in the accusations. The Veterans of the 
Wars of Independence, and the economic organizations pro- 
tested with great violence, and carried public opinion behind 
them. Organized bribery secured its passage in the Cuban 
Congress. 

On September i, 1924, Colonel Tarafa's Cuba Northern 
Railways and all its property became part of the Cuba Railroad 
system, and Colonel Tarafa became a director of both compa- 
nies. The directors of the Cuba Railroad are the same as 
those of the Cuba Company and are almost all Americans. 
The transfer agent is the National City Bank, and three of the 
Cuba Company directors, including Percy A. Rockefeller, are 
also National City Bank Director s.^ 

One of the most striking facts brought out during the con- 
troversy over the Tarafa Bill was stated as follows by Colonel 
Tarafa: "Fully 85 per cent ... of the sugar interests in- 
volved in opposition to the Tarafa bill is held in the United 
States. . . . And also an equal amount of the capital interested 
in the railways also is in American hands." ^ 

Theoretically, Cuba is a sovereign state. Practically, the 
economic and political life of the island is dominated from New 
York and Washington. This method of control avoids the 
costs of colonization while it leaves a free field to the American 
interests. The ownership of Cuba lies almost completely in 
the hand of the National City Bank. The bank controls di- 
rectly the General Sugar Company. Its directors control the 

1 Ibid., Aug. 23, 1923, p. 8. 

2 Moody's "Analyses of Investments: Steam Railroads," 1924, p. 
2003. 
* "New York Times," Aug. 23, 1923, p. 8. 
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Consolidated Railways and the immense sugar holdings of the 
Cuba Company, as well as many other Cuban corporations. 
In addition; the twenty-four branches of the National City 
Bank in Cuba lend money to native planters on sugar security 
— at lo per cent interest. The Consolidated Railways under 
the Tarafa Bill make money on what sugar it does not directly 
or indirectly control. Cuban political life is directed by the 
State Department's representative. American domination of 
the island is thorough. 



VII 
CONQUEST AND PUT^ CHASE 

I. From Economic Expansion to Political Sovereignty 

The process of acquiring interests outside of the United 
States begins with the setting up of trading ventures and other 
enterprises which imply no control over the political life of 
the country in which they are established. The process ends 
with complete political domination over the outlying territory. 

There are two principal ways in which the sovereignty of the 
United States is extended over new territories; the first is by 
conquest and the second by purchase. It may be true, 
as the Declaration of Independence states, that all just govern- 
ments derive their powers from the consent of the governed, 
but the fact remains that history — and particularly modern his- 
tory — tells the story of hundreds of millions, in Asia and Af- 
rica, who have been brought under the control of some power- 
ful European state without being consulted as to their wishes 
in the matter. With the exception of the Mexican War, cer- 
tain of the Indian wars and the Spanish War of 1898, the 
United States has done little in the direction of acquiring con- 
trol over foreign territory. There are instances, however, 
particularly in recent years, in which the sovereignty of tibe 
United States has been extended over populations that had 
expressed no desire for its presence. 

The story is simple. It has been told repeatedly and is well 
known. There is no serious difference of opinion as to the 
facts. The matter is treated with sufficient fulness in any of 
the current histories. 

The annexation of Porto Rico, the conquest of tKe Philip- 
pines and the purchase of the Virgin Islands are three type 
cases of the extension of United States sovereignty. Porto 

195 



196 DOLLAR DIPLOMACY 

Rico was occupied during the war with Spain (1898) without 
opposition from the inhabitants. The PhiHppines were con- 
quered during a war that lasted from 1899 to 1901. The Vir- 
gin Islands were purchased from Denmark in 1917. 

Porto Rico may be dismissed in a few sentences. The island 
was occupied by the United States army beginning July 25, 
1898; ceded to the United States under the Treaty of April 11, 
1899 (note: President McKinley, on July 30, 1898, in his ne- 
gotiations with Ambassador Cambon demanded the cession of 
Porto Rico by way of indemnity)/ and after a long controversy 
the Porto Ricans were given their American citizenship by the 
Act of March 2, 1917. There has never been, in Porto Rico, 
any organized opposition to the presence of the United States. 
The island was a war prize whose inhabitants were for the most 
part satisfied to make the change of sovereignty which the for- 
tunes of war brought about. 

2. The Philippine Republic 

The conquest of the Philippines is a different story. These 
islands, which had been in open rebellion against Spain before 
the outbreak of the Spanish-American War, refused to accept 
the American occupation as the Porto Ricans had done, prefer- 
ring to fight a war of independence, even against overwhelming 
odds. 

The Philippine Rebellion of 1896, led by Aguinaldo, had 
wrung from Spain an agreement (the treaty of Briac-na-bato) 
under which the Governor-General agreed to introduce certain 
reforms, and the leaders of the revolution agreed to withdraw 
from the islands on payment of a million dollars. Pursuant 
to this agreement, Aguinaldo was living in Singapore in May, 
1898. 

While Admiral Dewey was at Hong Kong, preparing to leave 
for Manila, he was advised by the American Consul at Singa- 
pore that Aguinaldo was willing to co-operate with the Ameri- 
cans. Dewey cabled back: "Tell Aguinaldo come soon as 
possible." After the battle of Manila Bay, Aguinaldo was 

lU. S. "Foreign Relations," 1898, p. 820. 
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brought to Manila with thirteen members of his staff, in the 
United States gunboat McCullock, He was allowed to land 
at Cavite, was encouraged to organize the revolutionists, and 
was given guns from the Spanish arsenal.^ 

The Filipinos assumed from the outset that the Philippines 
were to be treated substantially as Cuba was treated. Agui- 
naldo hailed the Americans as the liberators of his people. In 
a proclamation of May 24, 1898, he wrote: "Now that the 
great and powerful North American nation have come to offer 
disinterested protection for an effort to secure the liberation of 
this country." ^ 

Plans were drawn up for the organization of a Philippine Re- 
public. On June 18, Aguinaldo proclaimed a temporary "Dic- 
tatorial Government.'' ^ 

Aguinaldo and his followers then proceeded to clear the 
Philippines of Spanish garrisons to such good purpose that, by 
the end of the year, they held practically the entire archipelago. 
On January 21, 1899, Aguinaldo, in the name of the Revolu- 
tionary Government, proclaimed the "Constitution of the Philip- 
pine Republic." * 

3. "Co-operating with Aguinaldo'' 

On July 4, 1898, General Anderson, in command of the 
United States army in the Philippines, wrote to Aguinaldo: 
"I desire to have the most amicable relations with you, and to 
have you and your people co-operate with us in military oper- 
ations against the Spanish forces." ^ 

The negotiations between the American authorities and Agui- 
naldo, and the extent to which the two co-operated in the days 
following Aguinaldo's arrival, is well illustrated in the testimony 
given by Admiral Dewey before the Senate Committee in 
1902.^ Aguinaldo and his forces participated with the United 

^ U.' S. Philippine Commission, "Report," 1900, v. i, p. 171 ff. 
2U. S. Congress, 57 :i; "Sen. Doc." 331, p. 2955. 

3 Ibid., 55 :3 ; "Sen. Doc." 62, pp. 432-7. 

4 Elliott, "Philippines," Appendix G. 

^U. S. Congress, 56:1; "Sen. Doc." 208, p. 4, 
«Ibid., 57:1; "Sen. Doc." 331, p. 29345. 
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States forces in the capture of Manila. Indeed, the Filipinos 
had completely invested the city, and withdrew from a part of 
the lines in favour of the American troops under General Mer- 
ritt. The city was assaulted on August 13, 1898, by the joint 
forces of the Filipinos and the Americans. When the city 
capitulated, under the terms of the agreement the Americans 
occupied the walled city, and the Filipinos remained in the outer 
town. 

General Merritt had come to the Philippines with specific 
instructions not to recognize the Philippine Republic, but to 
establish a provisional government. General Otis, who suc- 
ceeded General Merritt, refused to continue the joint occupa- 
tion of Manila with Aguinaldo, and on September 8, 1898, 
directed Aguinaldo to withdraw his troops, in these words: 
"Unless your troops are withdrawn beyond the line of the 
city's defenses before Thursday, the fifteenth instant, I shall 
be obliged to resort to forcible action." ^ Aguinaldo withdrew 
as directed. 

On December 21, President McKinley ordered General Otis 
to extend the military government to the entire Philippine 
archipelago. His instructions ended with this paragraph: 

"It should be the earnest and paramount aim of the military ad- 
ministration to win the confidence, respect, and affection of the 
inhabitants of the Philippines by assuring them in every possible 
way that full measure of individual rights and liberties which is 
the heritage of free peoples, and by proving to them that the 
mission of the United States is one of benevolent assimilation, 
substituting the mild sway of justice and right for arbitrary rule. 
In the fulfillment of this high mission, supporting the temperate 
administration of affairs for the greatest good of the governed, 
there must be sedulously maintained the strong arm of authority, 
to repress disturbance and to overcome all obstacles to the bestowal 
of the blessings of good and stable government upon the people 
of the Philippine Islands under the free flag of the United 
States" 2 

1 U. S. War Dept., ^'Annual Report/' 1899, v. i, pt. IV, p. 9- 
2U, S. Congress, 57:1; "Sen. Doc/' 331, p. 117^ 
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The Presidential proclamation sealed the fate of the Philippine 
Republic. Henceforth the outbreak of hostilities was only a 
question of time and occasion. The publication of the procla- 
mation greatly strengthened the hands of the war faction among 
the Filipinos, and while Aguinaldo succeeded in preventing a 
declaration of war, a fight, starting between a handful of 
Filipinos and an American sentry, on February 4, 1899, hegan ' 
an "insurrection" which ended officially on July 4, 1902. Dur- 
ing the Philippine War 4,067 United States officers and 122,401 
enlisted men served in the Philippines, with losses of 140 officers 
and 4,234 men, killed or died of wounds, disease, etc., and 204 
officers and 2,818 men wounded.^ 

4. Disposing of the Philippines 

The war between the Revolutionary Government of the 
Philippines and the Government of the United States ended 
with the annihilation of the Philippine Republic. There 
remained the question of the political disposition of the islands. 

While the victory of Dewey at Manila had put the capital 
of the Philippines under titular American control, there was 
at first no intention on the part of the American authorities to 
demand the islands from Spain. The protocol, signed August 
12, 1898, provided only for the occupation by the United States 
of "the city, bay, and harbor of Manila pending the conclusion 
of a treaty of peace which shall determine the control, disposi- 
tion, and government of the Philippines." ^ 

A month later (September 16, 1898) in his letter of instruc- 
tions to the Peace Commissioners, President McKinley wrote: 

"Without any original thought of complete or even partial 
acquisition, the presence and success of our arms at Manila im- 
poses upon us obligations which we cannot disregard. The march 
of events rules and overrules human action. Avowing unre- 
servedly the purpose which has animated all our effort, and still 
solicitous to adhere to it, we cannot, be unmindful that, without 

^ Heitman, "Historical Register," v. 2, p. 293. 
2 U. S. "Foreign Relations," 1898, p. 824. 
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any desire or design on our part, the war has brought us new 
duties and responsibilities which we must meet and discharge 
as becomes a great nation on whose growth and career from the 
beginning the Ruler of Nations has plainly written the high com- 
mand and pledges of civilization. 

"Incidental to our tenure in the Philippines is the commercial 
opportunity to which American statesmanship cannot be indiffer- 
ent. It is just to use every legitimate means for the enlargement 
of American trade; but we seek no advantages in the orient whicK 
are not common to all. Asking only the open door for ourselves, 
we are ready to accord the open door to others." . . . "The United 
States cannot accept less than the cession in full right and sov- 
ereignty of the island of Luzon." ^ 

The Philippine discussion occupied the Peace Commission 
at Paris for a month. Late in October, the American Commis- 
sion cabled for further instruction. Secretary Hay replied: 

"The information which has come to the President since your 
departure convinces him that the acceptance of the cession of 
Luzon alone, leaving the rest of the islands subject to Spanish rule, 
or to be the subject of future contention, cannot be justified on 
political, commercial, or humanitarian grounds. The cession must 
be of the whole archipelago or none. The latter is wholly inad- 
missable, and the former must therefore be required." ^ 

The Spanish Commission opposed this demand on the ground 
that it violated the protocol. Finally, the United States agreed 
to pay $20,000,000 and Spain ceded the islands. 

Jose S. Reyes has made a very careful study of President 
McKinley's change of mind with regard to the retention of 
the Philippines.^ 

At the time of the cession, the Spaniards had been practically 
driven from the islands. Manila was held by the armed forces of 
the United States and the remainder of the territory was being 
administered by a provisional government of the Philippine 
Republic. 

1 U. S. "Foreign Relations," 1898, p. 907. 
2 Ibid., p. 935. 

» Reyes, "Legislative History of America's Economic Policy Toward 
the Philippines." 
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5. Pacification and the Civil Government 

The change in American opinion regarding the desirability of 
keeping the Philippines, had been brought about, as President 
McKinley repeatedly suggested, by the commercial fields which 
the islands presented. An immediate effort was therefore made 
to re-establish law and order under the direction of a civil 
governor — William H. Taft — who was inaugurated July 4, 
1901. 

The work of the civil government centred about the estab- 
lishment of public order, education, road building, and sanita- 
tion. In all of these directions immense strides were made.^ 
While the Filipinos themselves had not abandoned their hope of 
independence, it was generally assumed in the United States 
that the islands were not yet capable of self-government. 

Between 1902, when the civil government bill was before 
Congress, and 19 16, when the Jones Act was passed, the Demo- 
cratic Party championed a system of "qualified independence." 
The election of Woodrow Wilson in 191 2, on a platform which 
stated : "We reaffirm the position thrice announced by the 
democracy in national convention assembled against a policy 
of imperialism and colonial exploitation in the Philippines, or 
elsewhere. . . . We favour an immediate declaration of the 
nation's purpose to recognize the independence of the Philip- 
pine Islands as soon as a stable government can be estab- 
lished/' 2 had been hailed as a harbinger of immediate inde- 
pendence. These hopes were strengthened when Francis B. 
Harrison, the new Governor General, was sent to the Phillip- 
pines in August, 1913, with this message from the President: 

"We regard ourselves as trustees acting not for the advantage 
of the United States, but for the benefit of the people of the Philip- 
pine Islands. 

"Every step we take will be taken with a view to the ultimate 
independence of the Islands and as a preparation for that inde- 
pendence. And we hope to move towards that end as rapidly as the 

1 Elliott, "Philippines," chs. VIII-X, XIII. 

2 "Democratic Text Book," 1912, p. 30, 
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safety and the permanent interests of the Islands will permit. 
After each step taken experience will guide us to the next. 

"The administration will take one step at once and will give 
to the native citizens of the Islands a majority in the Appointive 
Commission, and thus in the Upper as well as in the Lower 
House of the Legislature a majority representation will be secured 
to them. 

"We do this in the confident hope and expectation that immediate 
proof will be given in the action of the Commission under the 
new arrangement of the political capacity of those native citizens 
who have already come forward to represent and to lead their 
people in affairs/' ^ 

Following out this policy, Governor Harrison replaced Amer- 
ican officials by Filipinos, with the assurance that as soon as 
the necessary aptitude for self-government was demonstrated, 
the islands would be granted their independence. Congress, 
in March, 191 6, gave its approval to this policy by passing the 
Jones Law, with the following preamble: 

"Whereas it was never the intention of the people of the United 
States in the incipiency of the War with Spain to make it a war 
of conquest or for territorial aggrandizement; and 

"Whereas it is, as it has always been, the purpose of the people 
of the United States to withdraw their sovereignty over the Philip- 
pine Islands and to recognize their independence as soon as a 
stable government can be established therein; and 

"Whereas, for the speedy accomplishment of such purpose, it 
is desirable to place in the hands of the people of the Philippines 
as large a control of their domestic affairs as can be given them 
without in the meantime impairing the exercise of the rights of 
sovereignty by the people of the United States in order that by 
the use and exercise of popular franchise and governmental 
powers they may be the better prepared to fully assume the re- 
sponsibilities and enjoy all the privileges of complete independ- 
ence.'* 2 

Education, civil government, commerce and industry made 
great strides during the years between 191 3 and 1920.^ At 

1 Harrison, "Corner-Stone of Philippine Independence," p. 50. 
2U. S. Congress, 67:4; "House Doc." 511, p. 14. 
3 Ibid., p. 8ff. 
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the same time there arose a very emphatic desire among the 
Philippine leaders to have the Philippines for the Filipino. The 
great areas of uncultivated land (the Filipinos report 6,356,927 
hectares of public land "available for home seekers"^), the 
65,000 square miles of timber, but above all the situation of the 
islands ''at the cross-roads to the greatest trade routes of the 
future" make them rich prizes.^ 

Filipino leaders have had another reason for insisting that the 
Philippines must do their own developing. They fear that 
the investment of large sums of American capital will "become 
an excuse or a pretext for postponing or even putting off 
indefinitely the day of their national independence." ^ By 
way of further safeguard, the Philippine National Bank, much 
to the displeasure of competitive institutions already in the field, 
was organized in 1915. In addition, the government bought 
the Manila Railroad, organized a National Coal Company and a 
National Development Company, "for the purpose of financing 
isolated enterprises that the government may desire to establish 
for the general welfare of the country." * 

6. Growing American Interests 

Meanwhile American economic interests in the islands had 
grown apace. By 1920, 135 United States corporations, with 
a total capital stock of $433 million, were registered in the 
islands. Among these organizations, 87 were engaged in com- 
merce, 16 in mining and agriculture, and 25 in manufacturing.^ 

The available and unexploited resources of the Philippines, 
the considerable investments of United States citiz^s in the 
islands, the effort of the Philippine leaders to governmentalize 
business in order to increase the control of the Philippine people" 
over their own economic affairs, combined to favour the conflict 
between the United States investors and the movement for 
Philippine independence. 

lU. S. Congress, 67:4; "House Doc." 511, P- 68. 

2 "Annalist," v. 23, p. 159. 

8 "Current History Magazine," v. 19, P- 283. 

4U. S. Congress, 67:4; "House Doc." 511. PP- 73-4- 

5 Philippine Islands, "Statistical Bulletin," No. 3, P- 255- 
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7. The Wood-Forbes Report 

The issue was brought to a head by the appointment (March 
20, 1921) of a special mission, headed by Major-General Leon- 
ard Wood, which made a study at first hand of the position of 
the Philippines and which submitted a report reviewing these 
conditions, and concluding that : 

1. "The great bulk of the Christian Filipinos have a very natural 
desire for independence; most of them desire independence under 
the protection of the United States; a very small percentage de- 
sire immediate independence with separation from the United 
States ; a very substantial element is opposed to independence, 
especially at this time. 

2. "The Moros are a unit against independence and are united 
for continuance of American control and, in case of separation of 
the Philippines from the United States desire their portion of the 
islands to be retained as American territory under American con- 
trol. 

3. "The Americans in the islands are practically a unit for the 
continuance of American control." ^ 

Public order is well maintained by the constabulary : "The 
progressive development of the school system has been phenom- 
enal." ^ Economic development has been "very gratifying" 
particularly since 19 13. The national debt is unusually small 
(only $1.81 per capita, as compared with $25 in Cuba and 
%22,7 in the United States). The Philippine National Bank 
has fared badly, partly because of mismanagement and partly 
because of the severe business depression of 1920-192 1. 

"The Government has entered into certain lines of business 
usually left to private initiative. ... In our judgment the gov- 
ernment should as far as possible get out of and keep out of busi- 
ness." ^ 

Among the general conclusions of the mission are the follow- 
ing: 

1 U. S. Philippine Islands, Special Mission to, "Report," 1921, p. 21. 

2 Ibid., p. 28. 

3 Ibid., p. 42. 



CONQUEST AND PURCHASE 205 

"We find the people happy, peaceful, and in the main prosperous, 
and keenly appreciative of the benefits of American rule. 

"We find everywhere among the Christian Filipinos the desire 
for independence, generally under the protection of the United 
States. The non-Christians and Americans are for continuance 
of American control. 

"We find a general failure to appreciate the fact that inde- 
pendence under the protection of another nation is not true inde- 
pendence. . . . 

"We feel that with all their many excellent qualities, the experi- 
ence of the past eight years, during which they have had prac- 
tical autonomy, has not been such as to justify the people of the 
United States in relinquishing supervision of the government of 
the Philippine Islands, withdrawing their army and navy, and 
leaving the island a prey to any powerful nation coveting their rich 
soil and potential commercial advantages." ^ 

Recommendation number one, as presented by the mission, 
is that "the present general status of the Philippine Islands 
continue until the people have had time to absorb and thoroughly 
master the powers already in their hands." And number three 
reads: "In case of a deadlock between the Governor General 
and the Philippine Senate in the confirmation of appointments 
that the President of the United States be authorized to make 
and render the final decision." ^ 

Following the report, General Wood was made Governor of 
the Philippines. A struggle ensued between the Filipino legisla- 
ture and the Governor General, in the course of which the 
Filipino leaders sought by political pressure to force President 
Coolidge to fulfil the promise of the Jones Act, and to make 
good the statement of President Wilson in his message of De- 
cember 7, 1920 : 

"The people of the Philippine Islands have succeeded in main- 
taining a stable government since the last action of the Congress 
in their behalf, and have thus fulfilled the condition set by the Con- 
gress as precedent to a consideration of granting independence to the 
Islands. I respectfully submit that this condition precedent having 
been fulfilled, it is now our liberty and our duty to keep our prom- 

1 U. S. Philippine Islands, Special Mission to, "Report," 1921, p. 42. 
2 Ibid., p. 46. 
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ise to the people of those Islands by granting them the independ- 
ence which they so honorably covet." ^ 

President Coolidge's letter of February 21, 1924, to Manuel 
Roxas strikes a far different note : 

The White House, 
Washington, 
Feb. 21, 1924. 

My Dear Mr. Roxas : 

The resolutions adopted by the Senate and House of Representa- 
tives of the Philippines, touching upon the relations between the 
Filipino people and the Government of the United States, have 
been received. I have noted carefully all that you have said re- 
garding the history of these relations. I have sought to inform 
myself so thoroughly as might be, as to the occasions of current 
irritation between the Legislature of the Philippines and the ex- 
ecutive authority of the islands. 

In your presentment you have set forth more or less definitely 
a series of grievances, the gravamen of which is that the present 
executive authority of the islands, designated by the United States 
Government, is in your opinion out of sympathy with the reasonable 
national aspirations of the Filipino people. 

If I do not misinterpret your protest, you are disposed to doubt 
whether your people may reasonably expect, if the present executive 
policy shall continue, that the Government of the United States 
will in reasonable time justify the hopes which your people enter- 
tain of ultimate independence. 

The world is in a state of high tension. . . . The possibility of 
either economic or political disorders calculated to bring mis- 
fortune, if not disaster, to the Filipino people unless they are 
strongly supported, is not to be ignored. 

It vShould not be overlooked that within the past two years, as a 
result of international arrangements negotiated by the Washington 
Conference on Limitation of Armament and problems of the Far 
East, the position of the Filipino people has been greatly improved 
and assured. For the stabilizing advantages which accrue to them 
in virtue of the assurance of peace in the Pacific, they are directly 
indebted to the initiative and efforts of the American Government. 

lU. S. "Congressional Record," v. 60, p. 26. 
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They can ill afford in a time of so much uncertainty in the world 
to underrate the value of these contributions to their security. 

Although they have made wonderful advances in the last quarter 
century, the Filipino people are by no means equipped, either in 
wealth or experience, to undertake the heavy burden which would 
be imposed upon them with political independence. Their position 
in the world is such that without American protection there would 
be the unrestricted temptation to maintain an extensive and costly 
diplomatic service and an ineffective but costly military and naval 
service. 

It is to be doubted whether, with the utmost exertion, the most 
complete solidarity among themselves, the most unqualified and 
devoted patriotism, it would be possible for the people of the islands 
to maintain an independent place in the world for an indefinite 
future. 

A fair appraisal of all these considerations and others which 
suggest themselves which do not require enumeration will, I am 
sure, justify the frank statement that the Government of the 
United States would not feel that it had performed its full duty 
by the Filipino people, or discharged all of its obligations to 
civilization, if it should yield at this time to your aspirations for 
national independence. 

^ . . . 

I should be less than candid with you, however, if I did not 
say that in my judgment the strongest argument that has been 
used in the United States in support of immediate independence 
of the Philippines is not the argument that it would benefit the 
Filipinos, but that it would be of advantage to the United States.^ 

Feeling as I do, and as I am convinced the great majority of 
Americans do regarding our obligations to the Filipino people, 
I have to say that I regard such arguments as unworthy. The 
American people will not evade or repudiate the responsibility 
they have assumed in this matter. 

The American Government is convinced that it has the over- 
whelming support of the American nation in its conviction that 
present independence would be a misfortune and might easily be- 
come a disaster to the Filipino people. Upon that conviction, the 
policy of this Government is based. 

Thus far I have suggested only some of the reasons related to 
international concerns, which seem to me to urge strongly against 
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independence at this time. I wish now to review for a moment 
some domestic concerns of the Philippine Islands which seem also 
to urge against present independence. The American Government 
has been most liberal in opening to the Filipino people the oppor- 
tunities of the largest practicable participation in, and control of, 
their own Administration. 



It has been charged that the present Governor General has 
in some matters exceeded his proper authorities, but an examination 
of the facts seems rather to support the charge that the legislative 
branch of the Insular Government has been the real offender, 
through seeking to extend its own authority into some areas of 
what should properly be the executive realm. 

The Government of the United States has full confidence in the 
ability, good intentions, fairness and sincerity of the present 
Governor General. It is convinced that he has intended to act and 
has acted within the scope of his proper and constitutional author- 
ity. Thus convinced, it is determined to sustain him, and its 
purpose will be to encourage the broadest and most intelligent co- 
operation of the Filipino people in this policy. 

Looking at the whole situation fairly and impartially, one 
cannot but feel that if the Filipino people cannot co-operate in 
the support and encouragement of as good administration as has 
been afforded under Governor General Wood, their failure will 
be rather a testimony of unpreparedness for the full obligations 
of citizenship than an evidence of patriotic eagerness to advance 
their country. 

If the time comes when it is apparent that independence would 
be better for the people of the Philippines, from the point of view of 
both their domestic concerns and their status in the world, and 
if when that time comes the Filipino people desire complete 
independence, it is not possible to doubt that the American Govern- 
ment and people will gladly accord it. 

Yours very truly, 

Calvin Coolidge.^ 

Evidently the Filipinos will be compelled, despite their 
vigorous and repeated protests, to live for some time to come 
"under the free flag of the United States'' as President McKin- 
ley phrased it on December 21, 1898. 

1 "New York Times," March 6, 1924, p. 1:1. 
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8. The Virgin Islands — A Strategic Key 

The Virgin Islands are neither a sphere of influence nor a 
protectorate; they were not conquered in war nor were revolu- 
tions fomented to obtain them. They were bought as a valuable 
piece of property, and with the purchase came complete domina- 
tion over 26,000 people. 

The value of the Virgin Islands to the United States is 
almost entirely military. They are located in the Caribbean 
Sea, of which one naval strategist has said : "One thing is 
sure. In the Caribbean Sea is the strategic key to the two 
great oceans, the Atlantic and the Pacific, our own chief 
maritime frontiers." ^ 

The Virgin Islands are divided into three groups. One 
group includes the islands of Culebra, Vieques and adjacent 
smaller islands. These formerly belonged to Spain but were 
acquired by the United States following the Spanish American 
War. The second group, including the islands of Tortola, 
Anegada and Virgin Gorda belong to Great Britain. The third 
group, known until 1917 as the Danish West Indies, include the 
islands of St. Thomas, St. John and St. Croix and about fifty 
smaller islands, comprising a total area of about one hundred 
and fifty square miles. This group is located east of Porto 
Rico — St. Thomas about forty miles to the east, and St. Croix 
about a hundred miles. 

The islands were discovered by Columbus on his second 
voyage in 1493. They were first settled by Danes who came 
to St. Thomas in 1666. Eight years later negro slaves were 
imported and by 1680 there were about fifty flourishing planta- 
tions cultivating chiefly tobacco. The islands of St. Thomas, 
St. John and St. Croix remained the property of Denmark for 
250 years, except for a brief period during the Napoleonic Wars 
when they were seized by Great Britain for strategic purposes. 
The population of the islands has remained to this day pre- 
dominantly negro.^ 

1 Mahan, **Naval Strategy," p. 382. 

2U. S. Congress, (6: 2) "House Doc." 734, pp, 5-6. 
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The first attempts of the United States to acquire the Danish 
West Indies were made during President Lincoln's second 
administration in 1865. Secretary of State Seward was 
impressed by their strategic value, chiefly because during the 
Civil War St. Thomas afforded refuge to Southern privateers 
and blockade runners. In 1866 Seward visited the islands, and 
the following year offered Denmark $5,000,000 for the group. 
Negotiations were carried on in great secrecy.^ They were for 
a time delayed by the assassination of Lincoln and the wounding 
of Seward, but finally the State Department and Denmark 
compromised on $7,500,000 for the two islands of St. Thomas 
and St. John. A plebiscite in the islands — insisted upon by 
Denmark — resulted in a large vote for cession to the United 
States. A treaty was drawn up for the transfer of the islands. 
It was immediately ratified by the Danish Rigsdag and signed 
by King Christian IX. The United States Senate, however, 
failed to ratify it, mainly because of the political feud between 
President Andrew Johnson and Congress.^ 

Plans to purchase the Danish West Indies were revived 
during the Harrison and Cleveland administrations ; but nothing 
of a definite nature was done until, in 1898, when the United 
States was entering the arena of world imperialism, the Senate 
Foreign Relations Committee, headed by Senator Lodge, urged 
the acquisition of the islands as a naval and coaling station. 
The Lodge report emphasized the strategic importance of the 
islands as follows : 

"From a military point of view the value of these islands to 
the United States can hardly be overestimated. We have always 
been anxious to have a good naval and coaling station in the 
West Indies. Important in time of peace, such a station would 
be essential to our safety in time of war. . . . The fine harbor of 
St. Thomas fulfils all the required naval and military condi- 
tions." ^ 

lU. S. Congress, 57:1; "Sen. Doc." 284, p. 10, 17. 
2 Ibid., pp. 18-19. 
^Ibid., p. 19. 
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The Lodge report referred to the opinions of Captain A. T. 
Mahan, regarded as an authority on naval strategy. Of the 
island of St. Thomas Captain Mahan said: "It remains still 
a desirable position for the United States to obtain. If it had 
come into her possession . . . there would have been matter 
for serious consideration whether it or Culebra were the more 
advantageous as an advance base, secondary or subservient to 
Guantanamo. My study of the two, though not exhaustive, 
inclines me decidedly in favor of St. Thomas both for situa- 
tion and for defensive strength based upon topographical 
conditions. To these is to be added the offensive value that 
results from greater ease of handling a battle fleet, and greater 
security of egress owing to hydrographic conditions." ^ 

On the basis of the Lodge report, Congress authorized Presi- 
dent McKinley to buy the Virgin Islands from Denmark. Sec- 
retary Hay negotiated a treaty for their purchase at $5,000,000. 
This time the Senate ratified the treaty but the Danish Rigsdag 
failed to ratify it.^ 

In 1902 the Senate Foreign Relations Committee again re- 
ported in favour of buying the islands. The report emphasized 
the strategic value of the islands, pointing out that St. Thomas 
is "an important coaling station and depot of trade with the 
West Indies," and that its harbour is excellent. "These is- 
lands,*' the report added, "together with Porto Rico, are of 
great importance in a strategic way, whether the strategy be 
military or commercial." The Committee quoted a military re- 
port by Major Glassford of the United States Signal Corps in 
which he said: 

"The island of St. Thomas offers conditions suitable for 
developing a first class military outpost. This island possesses 
all the natural advantages, enabling it to be converted into a 
second Gibraltar." ^ On the strength of these recommenda- 
tions President Roosevelt submitted to the Senate on January 

1 Mahan, "Naval Strategy," p. 322. 

2U..S. Congress, 66:2; "House Doc." 734, p. 7. 

^U. S. Congress, 57:1; "Sen. Doc." 284, pp. 11-12. 
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27, 1902, a treaty with Denmark for the purchase of St. 
Thomas, St. John and St. Croix for $5,000^000. Again the 
scheme fell through.^ 

9. Purchasing the Islands 

The completion of the Panama Canal and the growing power 
of the United States in the Caribbean made possession of the 
Virgin islands a cardinal point in the State Department's policy. 
In 1915 Maurice Francis Egan, the American Minister to Den- 
mark, was instructed to open negotiations. Mr. Egan has told 
the story of these negotiations in his book "Ten Years Near the 
German Frontier." 

Briefly, the story is as follows : The Wilson administration, 
like its predecessors, was impressed by the strategic importance 
of the islands. "Puerto Rico was of little value in a strategic 
way without the Danish Antilles. A cursory examination of 
the map will show that Puerto Rico, with no harbors for 
large vessels and its long coast line, would offer no defences 
against alien forces." ^ America's anxiety to have the islands 
was heightened by the European war. There was fear that 
Germany might seize Denmark and Danish possessions in the 
Caribbean. By the middle of 191 5 "it was plain to all who read 
the signs of the times, that we could not long keep out of the 
war." « 

Minister Egan was authorized to approach the Danish For- 
eign Minister on the subject of selling the islands. When the 
conversation opened the American Minister thought : "He will 
ask $50,000,000. ... He knows better than anybody that we 
shall be at war with Germany in less than a year." The Amer- 
ican Minister "felt dizzy at the thought of losing the Gibraltar 
of the Caribbean." ^ However, instead of asking for $50,000,- 
000 the Danish Foreign Minister asked for only $30,000,000, 
adding apologetically: "The price is dazzling, I know.*' 

1 U. S. Congress, 57 : i ; "Sen. Doc." 284, pp. I-^. 
2 Egan, "Ten Years Near the German Frontier," p. 239. 
8 Ibid., p. 259. 
4 Ibid., p. 265. 
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Minister Egan replied: "My country is more generous even 
than she is rich. The translation must be completed before 
. . /' The Danish Foreign Minister understood the pause, 
according to Mr. Egan, who explains significantly that the 
United States "was neutral then" This was in 191 5. The 
purchase of the Virgin Islands the following year appears to 
have been part of a war program prepared by the Wilson ad- 
ministration.^ 

Many Danes opposed the sale of the islands to the United 
States, and Minister Egan decided to overcome this opposition. 
When liberal Danish women objected that the United States 
was not democratic enough to give its women the vote, the 
American Minister staged a public lecture in Copenhagen in 
which he advocated woman suffrage. Another widespread ob- 
jection, one which the Queen of Denmark shared, was that the 
United States would treat the Negroes in the Virgin Islands as 
it treated them in the South. The Danish Government insisted 
that a plebiscite be held in Denmark on the question of the sale. 
Shortly before the balloting a news dispatch from the United 
States brought the story of the brutal lynching of a Neg^ro. 
Minister Egan prevented publication of the story .^ The pleb- 
iscite in Denmark and another in the Virgin Islands both fa- 
voured cession to the United States. A treaty was signed in 
New York on August 4, igi6. It was ratified by the Senate 
and President Wilson and by the Danish Rigsdag, and pro- 
claimed in January, 1917.^ 

By this treaty Denmark ceded to the United States for $25,- 
000,000 the islands of St. Thomas, St. John and St. Croix, to- 
gether with the adjacent islands and rocks. The United States 
bound itself to maintain the concessions granted by the Danish 
Government in the islands, covering chiefly harbour improve- 
ment, telephone, telegraph and electric lighting. 

The treaty also provided that Danish citizens residing in the 
islands might remain there or leave at will, retaining in either 

1 Egan, supra, p. 266. 

2 Ibid., pp. 268-88. 

3 U. S. "Treaty Series,*' no. 629. 
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event their property rights. In case they remained, they were 
entitled to all their rights under the local laws then in force. 
Those who remained in the islands were permitted to preserve 
their Danish citizenship by making a declaration to that effect 
before a court of record. However, unless they did so, within 
a year after exchange of treaty ratifications, they would be pre- 
sumed to have renounced Danish citizenship and to have ac- 
cepted citizenship in the United States. 

10. Naval Rule 

No such detailed provisions were made for over 20,000 na- 
tive Negroes who were bought by the United States with the 
islands. Article Six of the treaty stipulated that "the civil 
rights and political status of the inhabitants of the islands shall 
be determined by the Congress." Congress has not yet taken 
permanent action under this clause. Instead, a temporary 
naval dictatorship was established by the Act of March 3, 1917, 
replacing the civil government which the natives had under 
Danish rule. This Act provided that: 

"All military, civil and judicial powers necessary to govern the 
West Indian Islands acquired from Denmark shall be vested in a 
Governor and such persons as the President may appoint, and shall 
be exercised in such manner as the President shall direct until 
Congress shall provide for the government of said islands : 

''Provided, that the President may assign an officer of the army 
or navy to serve as such Governor and perform the duties apper- 
taining to said office, and provided further, that the Governor of 
said islands shall be appointed by and with the advice and consent 
of the Senate; and provided further that the compensation of all 
persons appointed under this Act shall be fixed by the President." 

Although naval rule was established as a temporary measure 
it still exists, eight years after the islands were bought, and 
seven years after the armistice. The Colonial Councils exist- 
ing under Danish rule have been continued, but they are under 
the complete domination of the naval governor who can veto 
their acts or dissolve them at any time. The usual conditions 
of a quasi-military dictatorship have followed. Officers of the 
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army and navy have been appointed judges.^ The naval gov- 
ernor of the Virgin Islands, Admiral Oman, deposed Judge 
Malmin during the latter's absence in the United States. The 
United States Circuit Court sent Malmin back, but President 
Harding intervened, and Judge Malmin was forced to give up 
his office and to return to the United States. In 1922 Admiral 
Kittelle, who succeeded Admiral Oman as governor of the 
Virgin Islands, tried to force the Colonial Council to give him 
the power to depose judges. When the Council refused he dis- 
solved it.^ 

The early days of American occupation were marked by 
savage attacks on natives by American marines and sailors sta- 
tioned in the islands. Though the situation has improved in 
that respect, there is great dissatisfaction among the natives 
because the Virgin Islands police, the rank and file of whom are 
native Negroes, cannot arrest marines and sailors, and the in- 
sular courts cannof try them. Under Danish rule the courts 
of the islands had authority over soldiers and sailors in public 
places. This is the case in the United States and almost every- 
where else in the world.^ 

The fears expressed by the Danish queen and Danish Liberals 
in 191 5 as to American treatment of Negroes have been justi- 
fied by the introduction of race prejudice into the islands. 
Danish residents in the islands often married Negro women, 
and took them to Denmark when they returned. Negroes were 
invited to official and private social functions. Under Amer- 
ican rule native Negroes have been subjected to a social ostra- 
cism which they had not known before. 

The Naval Government has acted dictatorially in the Colonial 
Councils, the courts, and the press. In 1922, Rothschild Fran- 
cis, editor of the Emancipator of St. Thomas, and local labour 
leader, was threatened with censorship because he had criticised 
editorially the action of the United States in Santo Domingo. 
The editor of the St. Thomas Mail Notes was fined and im- 

lU. S. Attorney General, ''Opinions," v. 31, p. 118. 

2 "Federal Reporter," v. 272, p. 785. 

3 "Nation/' v. 116, pp. 650-2. 



2i6 DOLLAR DIPLOMACY 

prisoned for editorial comment. D. Hamilton Jackson, editor 
of the St. Croix Labor Herald, was sentenced for contempt 
of court for the publication of an article. In January, 1923, a 
native of the British West Indies was deported from St. 
Thomas for criticising the police department in the Emanci- 
pator,^ 

One of the bitterest complaints of the natives has been re- 
garding their political status. The State Department has ruled 
that the Virgin Islands are not a territory but a possession Hke 
the Philippines. Consequently the Constitution of the United 
States and all laws which are not locally applicable have no 
force in the islands.^ In 1920 the State Department ruled that 
the citizenship status of the islanders is like that of the Filipi- 
nos. They are not citizens of the United States, and have not 
the civil and political status of citizens. Nevertheless they are 
American nationals, owing allegiance to the United States Gov- 
ernment and wholly within that government's power. Pass- 
ports issued to natives of the islands describe them as 
"inhabitants of the Virgin Islands entitled to the protection of 
the United States." ^ Under this decision, each of the 10,000 
Virgin Islanders now residing in New York City is literally "a 
man without a country." He is not an American citizen ; and 
since he is not an alien either, he cannot become a citizen 
through naturalization. 

Natives may vote only for members of the Colonial Councils, 
the local legislatures established under Danish rule and retained 
by the Treaty of August 4, 1916. However, voting is re- 
stricted to men of twenty-five years or over owning real estate 
producing $60 a year or having a personal income of at least 
$300 a year. As wages in the islands are extremely low, this 
ruling excludes nearly all the industrial workers.* 

1 "Nation/' v. 116, p. 267. 

2U. S. House For. Aff. Com., "Cession of Danish West Indian 
Islands," 191 7, pp. 3-4. 

3 U. S. Congress, 66 : 2 ; "House Doc." 734, pp. 31-2. 

4 Ibid., p. 8. 
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As early as 1919 some officials at Washington favoured a 
change in the status of the islands. A joint congressional com- 
mittee headed by Senator Kenyon was appointed to investigate 
conditions in the Virgin Islands. To this committee Secretary 
of the Navy Daniels wrote : "The Department feels that the 
time has arrived when some more permanent provision should 
be made for their government." The joint committee visited 
the islands and submitted a report early in 1920. After sum- 
marizing conditions in the islands the report declared: "It is 
the judgment of the commission that it is inexpedient to change 
the existing system of government at present."^ The com- 
mission recommended that a change of government be postponed 
until the local laws were revised. The revision was completed 
in 1 92 1 and has been in force ever since. 

On the other hand, a Federal Commission appointed in 1924 
by the Secretary of Labour to investigate industrial and eco- 
nomic conditions in the islands, recommended that "a new or- 
ganic act should be passed, so as to authorize the adoption of a 
new code of laws based upon American ideals and calculated to 
insure an administration and enforcement of the laws in keeping 
with American practices. Especially, the courts should be so re- 
organized that in this important connection the people will en- 
joy a feeling of confidence, and every man however humble, 
be assured of *his day in court.' " The Commission recom- 
mended particularly that the Appellate Court for the islands, 
which is now situated in Philadelphia, out of reach of poverty- 
stricken islanders, "be made more accessible." ^ 

The report adds, however, that "the most perfect political 
system will not avail to relieve this distress unless founded 
upon an industrial and economic readjustment of the Virgin 
Islands." The Commission on its visit to the islands found 
"unemployment, inadequate wages and even hunger on every 
hand." Natives engaged in the coaling of vessels, two-thirds 
of them women, earn about $1.20 a week, while living costs are 

^U. S. Congress, 66:2; "House Doc." 734, p. 38. 

^U. S. Virgin Islands, Commission to the, "Report," p. 26, 
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practically as high as in the United States. Sugar plantation 
workers receive about forty cents first class and twenty cents 
second class for a day of nine hours.^ 

When the United States took over the islands they were al- 
ready running down hill economically. Since then the situation 
has grown progressively worse. St. Thomas is a port of call, 
not a port of entry. The Volstead Act and the Supreme Court 
ruling regarding the carrying of liquor under seal into United 
States ports has had the effect of diverting shipping from St. 
Thomas to competing foreign ports of the West Indies.^ For 
lack of shipping, the bay rum industry, important to the islands, 
has declined. Economic distress has also been increased by 
the recent substitution of oil burning for coal burning ships; 
this has crippled St. Thomas as a coaling port.^ 

Attempts to obtain economic assistance and a permanent 
form of civil government have been made by natives. Active 
in this movement have been the two labour unions of the islands. 
One of these, at St. Thomas, is affiliated with the American 
Federation of Labor; the other at St. Croix is independent. 
A bill abolishing naval rule was drafted in 1924 by the Virgin 
Islands committee representing natives and American Liberals. 
It was introduced in the Senate on March 10 by request. The 
bill (i) provides for a permanent form of civil government 
for the Virgin Islands; (2) guarantees Bill of Rights similar to 
the one in effect in Porto Rico ; (3) grants citizenship to natives 
residing in the Virgin Islands or in the United States; and (4) 
establishes a simplified form of local government.^ 

Meantime abuses under naval rule continue. In the summer 
of 1924 the natives protested to Governor Philip WiUiams and 
to President Coolidge against the appointment of District At- 
torney George Washington Williams to the post of District 
Judge in the islands. It was charged that Williams was a white 

1 Ibid., pp. 22-s. 

2 Ibid., p. 4. 

8U. S. Congress, 66:2; "House Doc." 734, p. 6. 
4U. S. Congress, 68:1; "Senate Bill," 2786. 



CONQUEST AND PURCHASE 219 

Marylander who had brought his racial prejudice to the islands ; 
that in 1923 he had attempted to block the passage of Senate 
Bill 2786 granting the islands a civil government, and that the 
bitter feeling existing between him and the natives unfitted 
him for a judicial post. Despite these protests, Williams was 
appointed as District Judge. 

Chief among the political critics of Williams has been Roths- 
child Francis, editor of the Emancipator, leader of the A. F. 
of L. labour union at St. Thomas, and a member of the Colonial 
Council, the local legislature. Francis and Williams have 
attacked each other in print. On January 6, 1925, Francis 
was arrested on a charge of criminal libel for publishing an 
editorial criticising the St. Thomas police department. He 
was brought for trial before Judge Williams, whose appoint- 
ment he had actively opposed. It was urged that the political 
enmity between the judge and the defendant would prevent 
Williams from rendering a fair decision. Nevertheless, Judge 
WilHams tried his critic without a jury and sentenced him to 
thirty days in jail for an editorial opinion. Francis appealed 
the case and criticised his conviction in the Emancipator, on 
the grounds that it was impossible for him to obtain a fair 
trial under the circumstances. For this editorial he was con- 
victed of contempt of court by Judge Williams on April 25, 
1925. In addition to these judicial abuses, the Colonial Council 
has been dissolved by the Governor for refusing to obey his 
orders. This is the second time under American naval rule 
that the local legislature has been dissolved. (For documents 
in the Francis case and dissolution of Colonial Council, see 
files of American Civil Liberties Union, 100 Fifth Avenue.) 

II. SummariBing Imperial Policy 

Across Mexico and Central America, through the countries 
surrounding the Caribbean, as far west as the Philippines, in 
China and Turkey, the pioneers of the American Empire have 
been active during the past generation, laying economic and 
political foundations. Theire is one principle that dominates 
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the imperial policy on which these fore-runners have been 
acting. Senator Kenyon*s Joint Committee crystallized it in a 
paragraph dealing with the Virgin Islands : 

"It is, of course, generally understood that the United States did 
not purchase the Virgin Islands as an investment. They were pur- 
chased primarily for strategic purposes. St. Thomas and its 
harbor is the strongest and most easily fortified spot in the West 
Indies. It can be made for us both an impregnable fortress and 
a valuable commercial and shipping station." ^ 

"An impregnable fortress and a valuable commercial and 
shipping station," — military power and economic advantage : 
it is in these terms that practically the entire imperial program 
of any of the great modern industrial empires may be sum- 
marized. The pattern is simple. Its 'details and ramifications 
are endless. For its completion there are required, not months 
and years, but decades and generations. It is a structure 
based on deep-lying economic and social forces. 

The Philippines lay in the path of these forces. They 
were conquered by the United States Army and added to the 
territory of the American Empire. The Virgin Islands were 
a part of the frame-work. They were bought and paid for, 
and are now ruled by the United States Navy. Nicaragua 
and Honduras, Haiti and Cuba, Santo Domingo and Porto 
Rico, Panama and Colombia are also within the area that 
falls logically to the share of the United States. They, too, 
have heard the tramp of United States marines or felt the 
diplomatic and economic pressure of which the marines are 
but the symbol. 

1 U. S. Congress, (>^ \2 ; "House Doc." 734, p. 7. 



VIII 
WAR DEBTS AND SETTLEMENTS 

I. War Debts and Financial Imperialism 

Since the opening of the war, in 1917, the United States 
has established official financial relations with sixteen European 
countries. These relations have taken the form of loans and 
credits from the United States Treasury for the purchase of 
war supplies and for relief and reconstruction. The Treaty 
obligations imposed on the defeated countries have also played 
a leading role in official post-war imperialism. 

Loans are frequently made by one government to another. 
The war indemnities imposed as a result of the Versailles 
Treaty are merely the extension and the application of an 
accepted practice in the struggle for national supremacy. But 
the loans and indemnities resulting from the War of 1914 
are so vast as to give them quite a new significance in inter- 
national relations. 

Strong, rich countries have frequently subjugated poor and 
weak countries. Originally this was done crudely, by military 
victory and by slavery. The devices employed subsequent to 
the recent war, built upon modern business experience, accom- 
plish the result by substituting dictated treaties for vassalage, 
and guaranteed bonds for slavery. 

The really novel feature of the present situation is that the 
debts between the Allied Nations, resulting from the war, seem 
to be as onerous, in some cases, as the penalties imposed by the 
victors upon the vanquished. During the war the Government 
of the United States loaned to its European Allies about $9,600 
million. Under the Treaty and the provisions for reparations 
payments the United States is a beneficiary in a very minor 

221 
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degree. Germany owes the United States Government nothing 
beyond some minor claims for war damages and for the costs 
of the army of occupation, while Great Britain owes about 
$4.6 billion; France about $4 billion; Italy about $2 billion, 
and Belgium about half a billion.^ 

2. War Mortgages 

Similar creditor-debtor relations developed very widely as 
a result of the War of 1914. The United States was by no 
means the only lender. From the outset, Great Britain, France 
and Germany carried a part of the burdens which their weaker 
allies were unable to shoulder. These inter-ally loans grew, 
during the war years, 'to an unprecedented volume. Great 
Britain, for example, while borrowing heavily from the United 
States, loaned to Belgium, Czecho- Slovakia, Esthonia, France, 
Greece, Italy, Latvia, Lithuania, Poland, Russia, and other 
countries about $11.2 billion. France borrowed largely from 
both Britain and the United States, while at the same time 
lending to Belgium, Jugo-Slavia, Roumania, Poland, Russia, 
Greece, and other nations a total of about $3.5 billion.^ In 
fact, practically all of the Baltic and Balkan states have drawn 
heavily on France during the past eight years.^ 

With the termination of the war and the resumption of 
normal business relations, each of these debts became, for the 
lender, a potential source of revenue, both as to interest and 
principle. The obligations were so large that Britain, had she 
been able to collect four per cent interest and one per cent sink- 
ing fund on her war loans would have been in receipt of about 
half a billion dollars per year, or the equivalent of one-half of 
the return on her entire pre-war foreign investment of approx- 
imately $20 billion. To be sure, no such payments were made, 
but the existence of the loans involved potential assets of 
immense proportions on the one side and potential liabilities of 
a formidable character on the other. 

iFisk, "Inter-Ally Debts," pp. 34^-^. 

2 Idem. 

3 "Annuaire General de la France," 1923, p. 279. 
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3. United States Claims Against European Governments 

The United States was the largest lender of the war and the 
post-war periods, although the loans made by Great Britain 
were only a little less than those made by the United States. 
The loans to European Governments under the Liberty Loan 
Acts were : ^ 

'Amounts in Millions 



Belgium 


$ 349.2 


Czecho-SIovakia 


67-3 


France 


2,997.5 


Great Britain 


4,277.0 


Greece 


48.2 


Italy 


1,648.0 


Roumania 


25.0 


Russia 


187.7 


Serbia 


26.8 



Total $9,626.7 

These loans placed nine European governments in the debt 
of the United States to the extent of more than nine billion. 
Later they were supplemented by the sale, to these and other 
European countries, of surplus war material in a total amount 
of $574.8 million.2 

The net result is an economic advantage in favour of the 
United States of such magnitude that if all of these nations 
should pay four per cent interest and one per cent toward the 
amortization of the debt, the Treasury of the United States 
would be in receipt of more than half a billion dollars per year 
or enough to carry one-fifth of the total federal budget. 

4. The British Debt Settlement ^ 

The situation is well illustrated by the British debt settle- 
ment which is evidently regarded both by the British and 
American Treasury officials as a fair adjustment of these inter- 
allied financial relations. 

lU. S. "Statistical Abstract," 1922, p. 555. 
2 Ibid., p. 556. 

^U. S. World War Foreign Debt Commission, "Great Britain, Pro- 
posal, etc." 
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By mutual agreement, the principal of the British debt to 
the United States Government was fixed at $4.6 billion, for 
which the British Government issues 3-3^2 per cent bonds at 
par. Beside .paying interest on the bonds the British Govern- 
ment agrees to pay the principal in annual instalments on a fixed 
schedule, according to which the payments for the first ten 
years average about $160 million per year and for the following 
fifty-two years about $180 million per year. Under this 
arrangement the British Government will pay back $4.6 billion 
of principal and $6.5 billion of interest, making a total of $11.1 
billion. The last payment is due in 1984. 

The total net income of the British state for 1923 was 910.8 
million pounds Sterling. On the basis of the debt settlement, 
the demands of the United States for the year 1923 will equal 
about 3.6 per cent of the total British revenue. Should the 
revenue remain approximately the same during the next sixty- 
two years, it will require the equivalent of the total British 
revenue for two and a quarter years to meet its obligations 
under the debt settlement plan. 

Should the British debt settlement be accepted as a precedent, 
and a similar arrangement be made with France, Italy and 
Belgium, the United States would receive, from the treasuries 
of these four countries alone, about $425 million annually, the 
last payments being made somewhere about 1985 or 1990. The 
total volume of these payments, interest and principal, if made 
in full, would exceed $25 billion. 

Britain, France, Italy, and Belgium were the four principal 
allies of the United States in the War of 191 7. The United 
States fought with them and rendered thern economic assistance. 
The cost to these nations of the economic assistance rendered 
by the United States will exceed four hundred millions per year 
for the next half century. 

Historically, it is no uncommon thing for the victor to impose 
onerous burdens upon the vanquished. But there is no modern 
instance where it has cost four nations $25 billion to call in a 
sympathetic ally. 
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There is, of course, no certainty that the debts will be paid, 
either as to principal or interest. Yet, as the United States 
Secretary of the Treasury (Mr. Mellon) has repeatedly pointed 
out, these debts represent business obligations, and should they 
be scrapped, a serious blow would be struck at the whole 
creditor-debtor relation upon which modern business rests. If 
this point of view is finally accepted, and if the British Debt 
Settlement is followed in principle, sixteen European nations 
will remain official debtors to the United States until nearly the 
end of the present century, and capitalist empires, in their future 
dealings with one another, will be able to point to this very 
important instance as a precedent for future exactions along 
similar lines. 

5. Stripping Economic Rivals 

So much for the relation which recent imperial practice 
establishes among allies who lend and borrow. As a result of 
the late war the great nations of Europe are actual or potential 
tribute payers to the United States for at least two generations. 
The same principle of creditor and debtor, worked out in far 
more elaborate detail, appears in the treatment accorded to the 
defeated enemy nations by the victorious Allies. This is par- 
ticularly true of Germany, which was the strongest, economically, 
of the defeated nations. 

Austria-Hungary was dismembered as a result of the war. 
Turkey was stripped and humiliated. Germany alone remained 
to carry the economic burdens which the Allies chose to impose. 
While the populations of the Allied countries were assured that 
the war was being waged against militarism and as a means 
of preserving world peace, the secret treaties, signed in 191 5, 
1916 and 1917 between the representatives of the various Allied 
Governments made it very clear that the Allies were seeking 
important economic advantages. 

The Treaty which brought Italy into the War on the side of 
the Allies (April 26, 1915) contained specific provisions for 
a loan of $250 million and for the cession of certain territory 
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lying along the Adriatic to Italy. The sixteen articles of this 
treaty are very precise as to the exact nature of the economic 
gains which Italy is to receive.^ 

A note from the Minister of Foreign Affairs to the French 
Ambassador at Petrograd notes that the Government of the 
Republic intends to demand, among other peace terms, Alsace 
and Lorraine. "At the same time strong economic demands 
must be taken into consideration so as to include within French 
territory the whole of the industrial iron basin of Lorraine and 
the whole of the industrial coal basin of the valley of the Saar." 
Later, in a secret telegram to the Russian Ambassador in Paris 
the aspirations of France are described as including Alsace and 
Lorraine, the Saar and the establishment of an independent state 
in the German trans-Rhenish territory.^ 

The same Russian publication gives the essence of the treaty 
by which it was proposed to divide Turkey, and in addition, the 
economic offers that were made to Italy and to Greece as a 
price for joining the cause of the Allies.^ 

Had there remained any doubt as to the economic plans 
and ambitions of the Allied powers, it was dispelled by the 
provisions of the Treaty of Versailles. This point has been 
sufficiently elaborated in a number of books, among which 
'The Economic Consequences of the Peace" ^ and ''Germany's 
Capacity to Pay" ^ are as well-reasoned and as clear as any 
others 

Keynes points out * that the German economic system before 
the war depended on three main factors : 

1. Overseas commerce, represented by the merchant marine, 
the colonies, foreign investments and overseas business con- 
nections ; 

2. The exploitation of German coal and iron resources, with 
the interests built on them. 



1 Russia, "Secret Diplomatic Documents," p. 13 ff. 

2 Ibid., pp. ig-20. 

3 Ibid., p. II ff., 21 ff. 

4 Keynes, "Economic Consequences of the Peace." 

5 Moulton & McGuire, "Germany's Capacity to Pay." 
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3. The transport and traffic systems inside of Germany. 
Moulton and McGuire ^ carry this argument one step farther, 
and show that, through transport, banking, commerce and 
investment Germany was a heavy buyer and seller in Britain, 
France, Belgium, Italy, Russia, the Balkans and so on, so that 
German business was an essential link in the chain of European 
business. 

Two forces contended at the Treaty Table— one that 
desired to render Germany economically impotent, and the other 
that desired to make Germany pay for the war. While neither 
side won a complete victory, the Treaty contained all of the 
provisions that were considered necessary to destroy the 
efficiency of German economic lif e : 

1. Germany ceded to the Allies all of her merchant vessels, 
built and building, of more than 1600 gross tons; half of 
those between 1000 and 1600 tons, and a quarter of those under 
1000 tons; all of the over-seas possessions, thus practically 
destroying the elaborate commercial system which Germany 
had erected, and upon which she depended for the purchase 
of her raw materials and imported food. 

2. The iron of Lorraine, the coal of the Saar for a long 
period, the coal of Upper Silesia, were lost to Germany under 
the Treaty. In addition, heavy mortgages were laid on the 
coal of the Ruhr. In 1913, three-quarters of the iron produced 
in Germany came from Lorraine, while Upper Silesia, the Saar 
and the Ruhr provided four-fifths of Germany's coal. The 
Treaty therefore dealt a severe blow to German heavy industry. 

3. Under the Dawes Plan the railroads of Germany, which 
were formerly state owned, pass under the control of a private 
company. 

6. A Technique of Exploitation 

Ostensibly the Treaty was sufficiently rigorous to destroy 
Germany's capacity to compete, particularly in the heavy indus- 
tries. Actually, German heavy industry came back with aston- 
ishing rapidity, threatening to take from the French iron masters 

1 Moulton & McGuire, supra. 



228 DOLLAR DIPLOMACY 

the markets of Central Europe. The story of this conflict 
between German and French heavy industry is brilliantly told 
from the German side by Phillips Price/ and on the French 
side by Francis Delaisi.^ 

There were other critical elements in the situation. The 
currencies of Germany, Austria, Poland, and certain Baltic and 
Balkan states passed through a period of disastrous liquidation. 
The currencies of France, Belgium and Italy threatened to fol- 
low the same lead. Such a general dislocation of financial affairs 
would have added to the chaos in which European economic 
life found itself in 1923.^ 

Added to this economic dislocation was the political tension 
incident to the occupation of the Ruhr. When the British 
Labour Ministry took office, early in 1923, the Ruhr situation 
seemed likely to involve Britain and France as well as France 
and Germany in serious controversies. Throughout the year 
the situation became more aggravated, until finally, on Novem- 
ber 30, 1923, the Allied Governments agreed to the appointment 
by the Reparations Commission of two expert committees to 
consider the balancing of the German budget, the stabilization 
of the currency, and to investigate the amount of German 
capital exported. Two weeks later the Reparations Commis- 
sion decided to invite Charles G. Dawes and Owen D. Young 
to serve as American experts in connection with the inquiry 
into Germany's financial situation. Four months later, on April 
9, 1924, the two committees submitted their reports.^ 

Part I of the Dawes Report begins with the words: "We 
have approached our task as business men anxious to obtain 
effective results." It is in these terms that the Report must 
be read and accepted — as an effort of the most advanced busi- 
ness elements of the Allied countries to stabilize the business 
life of Europe. 

There are four particularly significant provisions in the 

^ Price, "Germany in Transition." 

2 "Manchester Guardian Commercial : European Reconstruction," pp. 
846-9, 879-82. "Manchester Guardian Commercial," v. 7, pp. 197-8. 
8 "Year Book of the Exchange Rates of the World" 
* "World Peace Foundation," v. 6, pp. 329-444. 
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Dawes Plan. The first involves the organization of a bank 
"entirely free from Government control or interference'* which 
has "the exclusive right to issue paper money in Germany for 
the period of its charter, fifty years." The bank is under the 
control of a General Board, consisting of .seven Germans and 
seven foreigners, one each of the following nationalities: 
British, French, Italian, Dutch, Belgian, American and Swiss. 
The Commissioner, or head of this General Board, is to be 
a foreigner, and while it is true that under the plan ten of the 
fourteen members of the Board must approve of each proposi- 
tion involving an issue between the Germans and the Allies, 
the fact remains that the Bank is under foreign (non-German) 
control. Thus the ultimate financial policy of Germany is 
directed by foreigners, and the central financial system of the 
German Empire is a private and alien institution. 

The second important provision involves the assignment, to 
the Reparations Commission, of the following German Govern- 
ment revenues: receipts from customs, alcohol, tobacco, beer 
and sugar. All of these revenues, in excess of 1,250 millions 
of gold marks per year will be turned back to the German 
Government. This billion and a quarter will be allotted, from 
the budget, to reparations payments. 

The third provision calls for the payment of about 960 
million gold marks per year through the bonding of German 
industry. The railroads, the largest single economic unit in 
Germany, were Government owned before the Dawes Plan 
took effect. Under the plan a private company is organized 
under the direction of a board of eighteen members, nine to 
be nominated by the German Government and the remaining 
nine to be named by the trustee of the railway bonds. The 
railroads have been assessed at 26 billion gold marks. Against 
this property the new company will issue eleven billions of 
bonds, two billions of preferred stock and thirteen billions of 
common stock. The bonds go to a representative of the Repara- 
tions Commission; three-fourths of the preferred stock is to 
be sold by the railroad to provide working capital and to elimi- 
mte certain debts; the b^tlgincQ of the preferred stock and ^ 



230 DOLLAR DIPLOMACY 

of the common stock goes to the German Government. The 
bonds carry a five per cent rate of interest, and a payment of 
one per cent for sinking fund. According to this schedule, the 
eleven billions of bonds, held by the Reparations Commission, 
will yield 660 million gold marks per year. 

Similar provisions are made in the case of German industry. 
A bond issue of five billion gold marks is to be issued 'against 
German industries. These bonds are also to be held by the 
Reparations Commission and are to yield the same gross six 
per cent, or a total of 300 millions. 

The fourth provision of the plan is unique. The budget, 
the railway and industrial bonds, and a transport tax of 290 
million gold marks will yield a total of 2,500 gold marks after 
1928. Up to that year the amounts are graduated. This is 
a minimum payment. The Report adds to this minimum an 
indefinite amount in the form of a Prosperity Index. Trade ; 
budget receipts and expenditures; railroad traffic; value of 
sugar, tobacco, beer and alcohol consumed; total population, 
and the consumption of coal are all to be tabulated for the years 
1927, 1928 and 1929. The result will be a base on which the 
Prosperity Index is to be computed. Should these items, for 
1930, exceed the base by ten per cent, then in addition to paying 
2,500 million gold marks for that year, Germany would pay 
2,500 million plus ten per cent, or 2,750 millions in all. In 
this way, with the years 1927-9 as a base, the prosperity of 
Germany will be computed, and the payments will be graduated 
from a minimum of 2,500 millions to a maximum of 5,000 
millions, which would mark a hundred per cent increase in 
prosperity. 

At the outset of the Treaty negotiations, an attempt was 
made to fix an amount which the Germans could pay over a 
series of years. With the acceptance of the Dawes Report, 
this effort is abandoned. In its place there is set up a bank, 
under Allied control, which is the virtual master of German 
economic life ; bonds are issued against the railroads and certain 
of the industries, from which the Reparations Commission will 
draw a stated income, supplemented by a budgetary, secured 
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charge and a transport tax. In order to insure the Allies 
against any considerable increase in the efficiency of German 
economic life, there is established a device enabling the Allies 
to collect payments in proportion to the economic progress of 
Germany. 

The payments per year are stated'. The Dawes Report 
does not specify the number of years during which these pay- 
ments are to be made. Virtually, Germany will pay until the 
Reparations Commission decides that she has paid enough. 

This is the most complete modern system of exploitation 
ever devised and applied in the relations between great powers. 
Financial empires, dealing with weak and bankrupt countries, 
have frequently imposed terms that are equally harsh. The 
Nicaraguan loans, for example, involved more control of the 
economic life of that country than does the Dawes Plan in the 
case of Germany. Financial imperialism has meant the adoption 
of methods that would insure weak borrowing nations paying 
their debts to strong lending nations. The details of such 
transactions have already been given at length. These methods 
have not ordinarily been applied, however, in the dealings 
between strong nations. 

Ordinarily, in transactions involving a weak and a strong 
nation, a simple assignment of revenue is all that is necessary. 
The Dawes Report provides additional safeguards in the form 
of rail industrial bonds. Thus the revenues of industry as 
well as the revenues of the state are pledged to the payment 
of the obligation. 

The Dawes Report has won the approval of all of the 
principal nations of the world. It may be accepted, therefore, 
as the model which will serve for the guidance of relations 
between great empires in the future. 

7. The Principles of World Subjugation 

The Dawes Plan is a new venture. The relations between 
the nations, resulting from the War of 19 14, are as yet so 
recent that they will not permit of more than a tentative general- 
ization; nevertheless they represent the current results of the 
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competitive nationalism that has grown up in the world during 
the present epoch. Western civilization, in its experimenting 
with new things, has hit upon these methods of international 
exploitation. Whatever may be said as to their permanence, 
their reality at the present moment can scarcely be doubted. 

Briefly that reality may be formulated into a number of 
quite obvious axioms or principles upon which the Versailles 
Treaty, the Treaty of Sevres and the Dawes Plan were founded : 

1. In the case of an enemy defeated in war, some combina- 
tion of the following practices will be resorted to : 

a. Political dismemberment, as in the case of Austria- 
Hungary and Turkey. 

b. Or economic dismemberment, as in the case of Germany. 

c. This dismemberment will be carried to the point of eco- 
nomic ruin unless that ruin will also involve the victor 
nation. In that case, 

d. Indemnities and penalties will be imposed which must be 
paid over a long series of years, and which will be designed 
to transfer the surplus of the vanquished nation to the 
rulers of the victor state. 

e. The collection of this tribute will be made possible by 
attaching the income of the defeated nation and mort- 
gaging its industrial properties. 

2. Automatically, under these rules, the nation with the 
greatest economic reserves, and which is not defeated in war, 
will speedily have the whole world, ally as well as enemy, 
paying tribute into its coffers. 

It must be perfectly obvious that the methods heretofore 
applied by capitalist empires to the exploitation of weaker 
nations will hereafter be applied to the exploitation of defeated 
rivals. The principles that have governed the internal affairs 
of capitalist empires in the past are now being introduced into 
the world struggle. As to the soundness of these principles, 
we are not here passing judgment. Their import is to place 
large sections of the world's populations in a position where 
they must pay regular tribute to the world'^ conquering and 
dominant nationalist groups,. 
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IX 

THE EVOLUTION OF AMERICAN IMPERIAL 
DIPLOMACY 

I. Imperial Purposes and Requirements 

From the day on which the republic of the United States 
was estabHshed, its foreign policy has paralleled its economic 
expansion. "Foreign policies/' according to Secretary of State 
Charles E. Hughes, "are not built upon abstractions. They are 
the result of practical conceptions of national interest arising 
from some immediate exigency or standing out vividly in 
historical perspective. . . . Statesmen who carry the burdens 
of empire do not for a moment lose sight of imperial 
purposes and requirements.'' ^ The imperial purposes and 
requirements of the United States at the foundation of the 
republic were those involved in conquering the continent which 
stretched westward toward the Pacific, and in developing the 
commerce and the manufacture springing up along the Atlantic. 
The history of the United States during the first half of the 
nineteenth century is thus an almost unbroken record of terri- 
torial acquisition. 

Even before the opening of the nineteenth century there were 
people like Alexander Hamilton who saw visions of an Ameri- 
can empire uniting the United States, Central America and 
South America into a "great American system, superior to the 
control of all trans-Atlantic force of influence, and able to dic- 
tate the terms of connection between the Old and the New 
World." 2 The natural wealth of the Western Hemisphere led 

1 "Annals," v. Ill, "Supplement," p. 7. 
e "Federalist," no. 11, p. 58. 
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Washington as early as 1788 to hope that *'the United States of 
America will be able to keep disengaged from the labyrinth of 
European politics and wars." ^ In his Farewell Address he laid 
the cornerstone of the foreign policy which the United States 
followed for over half a century: *The great rule of conduct 
for us, in regard to foreign nations, is, in extending our com- 
mercial relations, to have with them as little political connection 
as possible. ... It is true policy to steer clear of permanent 
alliances with any portion of the foreign world ; so far, I mean, 
as we are now at liberty to do it." ^ In the same way Jefferson 
laid down the policy of "peace, commerce and honest friend- 
ship with all nations, entangling alliances with none." ^ 

The first corrollary to this policy of isolation was established 
in connection with the acquisition of new territory in 1803, 
when Jefferson, a life-long anti-expansionist on principle, was 
forced by the growing economic demands of the new nation 
to purchase the Louisiana tract from the French. This met 
the demand for new land temporarily. In 18 10 Spanish sub- 
jects seized Baton Rouge and declared it independent. Presi- 
dent Madison believed that Spain was about to sell West Florida. 
The United States thereupon occupied that section over the 
protests of Great Britain, and Congress passed, on January 15, 
181 1, a resolution declaring that "the United States, under the 
peculiar circumstances of the existing crisis, cannot, without 
serious inquietude, see any part of the said territory pass into 
the hands of any foreign power; and that a due regard to 
their own safety compels them to provide, under certain con- 
tingencies, for the temporary occupation of the said territory." ^ 
Thus, under the necessity of territorial expansion, American 
foreign policy laid down the two rules that there was to be ( i ) 
no American interference in European affairs and (2) no 
European interference in American affairs. 

1 Washington, "Writings," v. 9, pp. 398-402. 

2 Ibid., V. 12, pp. 231-2. 

3 Jefferson, "Writings," v. 8, p. 4. 

*U. S. "Statutes at Large," v. 3, p. 471, 
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2. The Monroe Doctrine 

At this period, taking advantage of the turmoil following 
the Napoleonic wars, the Spanish colonies of South America 
revolted and declared themselves republics. In May, 1822, 
at the request of President Monroe that the United States 
recognize the South American colonies as independent states, 
Congress voted an appropriation to make the recognition effec- 
tual. On November 22, 1822, the Holy Alliance of Austria, 
Russia, Prussia and Great Britain met in Congress at Verona 
and signed a secret treaty "to put an end to the system of 
representative governments, in whatever country it may exist 
in Europe, and to prevent its being introduced in those coun- 
tries where it is not yet known.*' ^ 

Cotton had been enthroned in the South since the invention of 
the cotton gin in 1792; new cotton lands were in continuous 
demand; the slave states of the South, already exercising an 
enormous influence over the Federal Government, were search- 
ing for slave states to offset the free states growing up in the 
north-west, and were already pushing toward Florida and 
Texas, and thought of acquiring Cuba. The progress of the 
Holy Alliance would have made this impossible. 

Great Britain opposed the plot of the Holy Alliance to restore 
the Latin-American colonies to Spain, and the British prime 
minister, Canning, proposed to join the United States in a dec- 
laration favouring the independence of the South American 
republics. Britain's reason for giving up her principle of 
"legitimacy'* in this case was her rapidly increasing trade with 
Latin America which restoration to Spain would damage. The 
joint declaration which Canning proposed contained the follow- 
ing pledges : "We aim not at the possession of any portion of 
them ourselves. . . . We could not see any portion of them 
transferred to any other power with indifference." ^ 

The chief opponent in President Monroe's cabinet of 
Canning's proposal was John Quincy Adams, at that time 
Secretary of State. 

1 Elliot, "American Diplomatic Code," v. 2, p. 179, 

2 Mahony, "Monroe Doctrine," p. 35. 
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"The object of Canning/' he argued, "appears to have 
been . . . really or especially against the acquisition to the 
United States themselves of any part of the Spanish American 
possessions. ... By joining with her (Britain), therefore, 
. . we give her a substantial and perhaps inconvenient pledge 
against ourselves, and really obtain nothing in return. 
. . . Without entering now into the enquiry of the expediency 
of our annexing Texas or Cuba to our Union, we should at 
least keep ourselves free to act as emergencies may arise, and 
not tie ourselves down to any principle which might immediately 
afterwards be brought to bear against ourselves." ^ Instead of 
a joint declaration with Great Britain, Adams urged a separate 
and distinct declaration by the United States. 

The situation was further complicated by Russia's claims to 
the Northwest Territory down to the fifty-first parallel, and 
the plans of Russian traders to establish a post in what is now 
California. In July, 1823, Adams informed the Russian 
ambassador "specially that we should contest the right of 
Russia to any territorial establishment on this continent, and 
that we should assume distinctly the principle that the American 
continents are no longer subjects for any new European 
colonial establishments." ^ 

This idea was embodied in President Monroe's message of 
December 2, 1823, which laid down the principles of what has 
since been known as the Monroe Doctrine. Monroe's message 
reaffirmed the policy of "no entangling alliance" by declaring 
that Europe and America were different and incompatible; it 
emphasized the fact that Europe's political systems were not 
to be extended to the Western Hemisphere; and finally it 
declared that the period of colonization was at an end. 

"Our policy, in regard to Europe, which was adopted at an 
early stage of the wars which have so long agitated that quarter 
of the globe, nevertheless remains the same, which is, not to in- 
terfere in the internal concerns of any of its powers; to consider 
the government de facto as the legitimate government for us. . . . 

1 Adams, "Memoirs," v. 6, pp. 177-^- 

2 Ibid., p. 163. 
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But, in regard to these (the American) continents, circumstances 
are eminently and conspicuously different. It is impossible that the 
allied powers should extend their political system to any portion 
of either continent, without endangering -our peace and happiness; 
nor can anyone believe that our Southern Brethren, if left to 
themselves, would adopt it. . . . The occasion has been judged 
proper for asserting, as a principle in which the rights and 
interests of the United States are involved, that the American 
continents, by the free and independent condition which they have 
assumed and maintain, are henceforth not to be considered as 
subjects for future colonization by any European powers."^ 

This doctrine left the way open for Americans themselves to 
colonize the unoccupied sections of the continent, without 
European rivalry. Madison had already broached the idea that 
the whole Gulf Stream was American water ; Monroe's declara- 
tion was aimed at Russian manoeuvres in the north-west. Its 
immediate effect was that in 1824 Russia concluded a treaty 
with the United States fixing the parallel of 54-40' as the 
southern limit of Russia's possessions in America. This added 
a link to the claim of the United States to the Oregon territory 
contested by Great Britain. The Monroe Doctrine fitted the 
needs of American territorial expansion. 

3. Early Applications of the Monroe Doctrine 

Among the foreign powers which saw in the Monroe 
Doctrine a threat to European empire and an indication of 
American territorial and commercial expansion was France, 
whose foreign minister, Chateaubriand, declared that the 
Doctrine "ought to be resisted by all the Powers possessing 
either territorial or commercial interest in that Hemisphere." ^ 
That the United States seriously intended to apply the Monroe 
Doctrine was made clear two years later. In 1825 it was 
rumoured that Spain intended to sell Cuba to France. When 
a French fleet arrived in Cuba the State Department at once 
declared that the United States would under no circumstances 

^U. S. "Foreign Relations," 1823, pp. 14-15, 5. 
2 Hart, **Monroe Doctrine," p. 84. 
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permit any power other than Spain to hold Cuba or Porto Rico. 
The French fleet was withdrawn.^ 

In the same year the newly emancipated Spanish-American 
republics called a congress at Panama to which they invited the 
United States. Henry Clay advocated accepting the invitation, 
but a storm of opposition was raised by the slaveholding South, 
which was opposed to the emancipation of Negroes in Cuba and 
would not tolerate sitting at Panama with the delegates from 
Haiti and Santo Domingo, whom they considered Negroes. In 
fact, with the South becoming dominant in national politics, the 
official policy of the United States was becoming opposed to the 
policy of the new Spanish-American republics. Whereas these 
wanted to free Cuba and Porto Rico, which were still Spanish 
colonies, the United States wanted them to remain in the pos- 
session of Spain; for so long as the islands belonged to Spain 
they could be bought or conquered by the United States, but if 
they became free their sovereignty would stand in the way of 
America's expansion.^ Eventually President Adams appointed 
delegates to the all- American conference at Panama, but 
the opposition of the South served to delay their arrival, 
and they came too late to a gathering which in the end miscar- 
ried. 

In 1843, Cuba was again the touchstone of the Monroe 
Doctrine. The State Department, then under the direction of 
Daniel Webster, had occasion to reaffirm its determination not 
to allow the status of Cuba to be changed until such time as 
the United States should see fit to annex it. When a British 
fleet was reported on its way to Cuba, Webster stated that 
"the Spanish Government has long been in possession of the 
policy and wishes of this Government in regard to Cuba, which 
have never changed, and' has repeatedly been told that the 
United States would never permit the occupation of that 
island by British agents or forces upon any pretext whatever ; 
and that in the event of any attempt to wrest it from her, she 
might securely rely upon the whole naval and military re- 

lU. S. "Foreign Relations," 1825, p. 855. 
2 Fish, ''American Diplomacy," p. 217. 
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sources of this country to aid her in preserving or recover- 
ing it." ^ 

A direct application of the Monroe Doctrine by name to 
American territorial expansion was made by President Polk in 
1845. Polk had been elected on a platform pledged to the 
annexation of Texas, which had been wrested from Mexico by 
American slave-holders who had colonized the territory, and 
to the annexation of Oregon, which was demanded by the 
settlers in the north-west. In his message to Congress on 
December 2, Polk, referring to British claims to Oregon, de- 
clared : "It is well known to the American people and to all 
nations, that this government has never interfered with the 
relations subsisting between other governments. . . . We may 
claim on this continent a like exemption from European inter- 
ference. . . . The present is deemed a proper occasion to 
reiterate and reaffirm the principle avowed by Mr. Monroe, and 
to state my cordial concurrence in its wisdom and sound 
policy." ^ The annexation of Texas which followed and the 
Mexican war which it provoked added immense territory to the 
domain of the slave-holding oligarchy. Polk's interpretation 
of the Monroe Doctrine, backed up by the force of American 
arms, rounded out the republic by the addition of Texas, New 
Mexico and upper California. Later, through negotiation, the 
Oregon territory was added. 

Having pushed their power as far as the Gulf and the Rio 
Grande, the slave states proceeded to take up the old plan 
of annexing Cuba. On January 17, 1848, President Polk, in a 
secret dispatch, authorized R. M. Saunders, the United States 
Minister to Madrid, to offer Spain $100,000,000 for Cuba. 
Spain turned the offer down.^ From that time until the Civil 
War the annexation of Cuba was one of the burning political 
issues. Between 1840 and 1852, American filibusterers devoted 
to the slave system, aided Cuban uprisings against Spain. Pres- 
ident Fillmore issued a proclamation forbidding the organiza- 

^ Crichfield, "American Supremacy," p. 442. 
2U. S. "Foreign Relations," 1846, p. 14. 
3 Polk, "Diary," v. 3, p. 493- 



240 DOLLAR DIPLOMACY 

tion of filibustering expeditions on American soil and ordered 
the civil, naval, and military authorities at the ports of New 
York and New Orleans to prevent such expeditions from sail- 
ing.^ 

The South, however, continued to support filibusterers in 
Cuba, and when some of them were captured and executed by 
the Spanish authorities in Cuba, riots broke out against the 
Spaniards in New Orleans and the Spanish consulate was 
mobbed. Passion ran so high in the slave-holding states that 
France and Great Britain ordered their fleets in West Indian 
waters to repel by force "any adventurers of any nation from 
landing with hostile intent upon the island of Cuba." ^ 

Though President Fillmore had himself forbidden filibuster- 
ing, he now (1852) invoked the spirit of the Monroe Doctrine 
and declared that the United States regarded this naval demon- 
stration as ill-advised.^ In reply, the French minister proposed 
that if at some future time Spain should part with Cuba, "the 
possession of that island, or the protectorship of the same, 
ought not to fall upon any of the great maritime powers of the 
world." The United States turned this proposal down.^ 

The question of Cuban annexation continued to agitate the 
country. It was an issue in the presidential campaign of 1852. 
While the South was agitating for annexation and attempting to 
create revolts in Cuba, American vessels landing on the island 
were now and again seized and searched by the Spanish author- 
ities. Claims were filed but the Spanish Government refused 
reparation. Partly as a threat to bring about a settlement and 
partly to announce a sharp foreign policy President Pierce 
in 1854 requested the United States ministers to Spain, Great 
Britain and France "to compare opinions and to adopt measures 
for perfect concert of action in aid of the negotiations at 
Madrid." ^ These three ministers all came from below the 
Mason and Dixon line and were intimately connected with the 

1 U. S. Congress. 32 : i ; "Sen. Ex. Doc." i, p. 27. 

2 Ibid., p. 74. 

3 Curtis, "Life of Webster," p. 551. 

4U. S. Congress, 32:1; "Sen. Ex. Doc." i, p. 81. 
« "American History Leaflets," no. 2, p. 2. 
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Southern slave-holding autocracy. They met at Ostend and 
drew up a manifesto which, instead of confining itself to the 
claims at Madrid, urged the annexation of Cuba. 

The United States, they declared in the Ostend Manifesto, 
ought "to buy Cuba because of its nearness to our coast; be- 
cause it belonged naturally to that great group of States of 
which the Union was the providential nursery ; because it com- 
manded the mouth of the Mississippi whose immense and an- 
nually growing trade must seek that way to the ocean, and 
because the Union could never enjoy repose, could never be 
secure, till Cuba was within its boundaries." ^ They also urged 
that if Spain refused to sell Cuba the United States should 
wrest it by force of arms.^ The Ostend Manifesto was 
promptly repudiated by the State Department, but the question 
of Cuban annexation continued to stir the country. It was a 
feature in the Lincoln-Douglas debates of 1858 and was fought 
over in Congress the following year. 

The outbreak of the Civil War postponed action on the 
Cuban issue ; but in another direction European interference in 
the Western Hemisphere gave the Lincoln administration an 
opportunity to assert the Monroe Doctrine once more. Mexico, 
which had gained its independence from Spain in 1821, was 
disturbed by a series of revolutionary outbreaks from 185 1 to 
1859, during which the Mexican Government went into bank- 
ruptcy. In 186 1 the Mexican Congress voted to defer pay- 
ment on foreign bonds. France, Great Britain and Spain 
signed an agreement to collect their debts, and on October 31 
their ships seized the customs houses at Vera Cruz and pro- 
ceeded to collect duties. Eventually Spain and Great Britain 
withdrew, but Napoleon III, taking advantage of America's 
preoccupation with the Civil War, decided to set up a Mexican 
empire which would resist the expansion of the United States 
toward the south. The Austrian Prince Maximilian was 
named emperor, and all Seward could do was to protest mildly.^ 

1 McMaster, "History of the People of U. S.," v. 8, pp. 185-6. 

2 Rhodes, "History of U. S.," v. 2, p. 41. 

3 Mahony, "Monroe Doctrine,'' pp. 48-9. 
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When the Civil War was over, however, Washington was in a 
position to take more vigorous measures. On April 4, 1864, the 
House of Representatives passed a resolution that "it does not 
accord with the policy of the United States to acknowledge any 
monarchical government erected on the ruins of any republican 
government in America under the auspices of any European 
power." ^ The following year more than 100,000 federal 
troops, released from the war, were massed on the Mexican 
border, and Secretary of State Seward notified France that 
"the presence and operations of a French army in Mexico, and 
its maintenance of an authority there, resting upon force and 
not the free will of the people of Mexico, is a cause of serious 
concern to the United States." ^ On February 12, 1866, the 
French army was withdrawn; with its support gone, Maximil- 
ian was executed, and his empire wiped out. 

4. Commercial Diplomacy 

Until the Civil War the foreign policy of the United States 
was fundamentally in the service of territorial expansion, and 
was particularly influenced by the need of the South for 
more slave territory. The triumph of the North in the 
Civil War meant the end of the slave power and the rise of a 
new industrial civilization. The new order did not for the time 
being need additional territory. There were three thousand 
miles from coast to coast of vast forest tracts, mineral de- 
posits, and fertile land; there were railroads to be built, fac- 
tories to be established, and banks to be opened. Manufacturing 
plants increased at a tremendous rate supplying a growing na- 
tional market. Toward the last two decades of the nineteenth 
century American manufacturers had reached the stage where 
a surplus had been created which could not be disposed of in 
the home market. By 1880 the foreign commerce of the 
United States had reached a value of 93 million dollars; by 
1898 it had risen to 223 million dollars. The great change of 

1 Moore, "Digest of International Law,'* v. 6, p. 496. 
2U. S. Congress, 39:1; **Sen. Ex. Doc." 6, p. 71. 
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this period has been well described in a recent circular issued by 
the Bankers Trust Company of New York : 

"In the first century of our national existence, our producers 
were primarily concerned with meeting the local demand which 
steadily increased with our enormous growth in population, and 
were content to leave the foreign markets to the producers of the 
older countries excepting only those raw materials of which we 
have always had a surplus. The tremendous development of our 
manufactures in recent years, however, totally changes the as- 
pect of our trade. We can no longer maintain our conservative 
attitude of doing business in our own way and on our own terms. 
The exigencies of foreign trade force us not only to meet the re- 
quirements as we find them, but to seek the best methods of stimu- 
lating the demand for American products in the markets of South 
America, Russia and the Orient, if we would more successfully 
meet the competition of the European producers. 

"Our prosperity will be permanent only when a market can be 
found for all the goods we can produce. ... In order to keep in- 
vested capital employed at the point of most economical production, 
by finding a market for all it can produce, our manufacturers are 
compelled to seek constantly greater outlets in foreign trade. . . ." ^ 

In its need for markets, the United States turned to South 
America. James G. Blaine, leader of the Republican Party, and 
political spokesman for the manufacturing classes, described the 
new commercial policy of the American government as fol- 
lows : "We seek the conquests of peace. We desire to ex- 
tend our commerce, and in an especial degree with our friends 
and neighbors on this continent. . . . While the great powers of 
Europe are steadily enlarging their colonial domination in 
Asia and Africa, it is the especial province of this country to 
improve and expand its trade with the nations of America. No 
field promises so much. No field has been cultivated so little. 
Our foreign policy should be an American policy in its broadest 
and most comprehensive sense, — a policy of peace, of friendship, 
of commercial enlargement." ^ As a result of Blaine's efforts — 
known as the "Big Sister** policy — Congress passed a bill in 

^ Bankers Trust Company, "Our United States," pp, 24-5. 

2 Blaine, "Letter Accepting Npmination for President," pp. 15-6. 
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1888 convoking a Pan-American congress. This conference of 
American states met at Washington in 1889. Blaine, in his 
capacity as Secretary of State, presided. He did his utmost to 
secure the commercial supremacy of the United States in Latin 
America through the formation of a customs union in which 
*'the United States, supplanting Europe, should become the in- 
dustrial provider of the agricultural nations in Latin America." ^ 
Blaine and the State Department also sought to open markets 
for American goods in Spanish America by reciprocity treaties 
with Brazil, Honduras, Nicaragua, and with Spain for Cuba 
and Porto Rico. 

The results of the first Pan-American congress were slight. 
The United States was not yet in an economic position to ex- 
port large enough quantities of goods to capture the South 
American markets. European countries, particularly Great 
Britain, had large investments in South America and extensive 
commercial relations ; the United States, being herself depend- 
ent on Europe for the capital necessary for the exploitation of 
its own vast resources, was not yet ready to invest in Latin 
America. Another obstacle to increasing commerce was the 
lack of direct communications by land or by sea between the two 
continents of the western hemisphere. The only permanent re- 
sult of the conference of 1889 has been the Pan-American con- 
ference which meets to this day. 

5. The Dawn of Modern Imperial Diplomncy 

The year 1878 marked a turning point in the history of the 
world. "From that date the relations between European na- 
tions were less affected by questions arising in Europe itself 
than by the struggle carried on outside of Europe for the 
possession of colonies and markets." ^ In that year the Con- 
gress of Berlin marked the entrance of Europe on the path 
of modern economic imperialism ; in that same year the United 
States signed a treaty which passed unnoticed at the time, 
but which silently foreshadowed America's first step as a modern 

1 Viallate, "Economic Imperialism,*' p. 29. 

2 Ibid., p. 19. 
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imperialistic power. The treaty was with the kingdom of 
Samoa, below the equator in the southern part of the Pacific. 
It gave the United States the right to use the harbour of Pago- 
pago in the island of Tutuila as a naval station. In return the 
United States promised that "if, unhappily, any differences shall 
have arisen, or shall hereafter arise, between the Samoan Gov- 
ernment and any other Government in amity with the United 
States, the Government of the latter will employ its good offices 
for the purpose of adjusting those differences upon a satis- 
factory and solid foundation." ^ The treaty was used by the 
State Department to maintain the independence of Samoa and 
to prevent its control by Germany or Great Britain. This 
became evident in 1885 when the German consul at Samoa, 
under pretext of an agreement with King Malietoa, raised the 
German flag over the royal hut, and the United States pro- 
tested. The following year the American consul proclaimed 
a formal American protectorate over Samoa. His act was at 
once repudiated by the State Department, and under the treaty 
of 1888 Washington sent a committee to investigate the con- 
flict and to reach an agreement with the German and British 
consuls.^ The situation became so tense by 1889 that Ameri- 
can, German, and British warships arrived in Samoan waters 
and there was talk of war; a clash was avoided only by a 
hurricane which drove the ships to shelter and the officials to 
reconsider the issues.^ By the General Act of Berlin, Samoa 
was made a protectorate of Great Britain, Germany and the 
United States. Thus, in taking up again its expansion west- 
ward, the United States left its own shores, crossed half an 
ocean and entered into an international agreement which, ac- 
cording to Secretary of State Gresham, was a departure from 
our "traditional and well-established policy of avoiding en- 
tangling alliances with foreign powers in relation to objects 
remote from this hemisphere." * 

1 U. S. Congress, 50 :i ; "House Ex. Doc." 238, pp. 124-5. 

2 Ibid., p. 19. 

*Fish, "American Diplomacy," p. 401. 

4 Beard, "Contemporary American History," p. 203. 



246 DOLLAR DIPLOMACY 

The Samoan episode was a minor event in a tremendous 
imperialist movement which was beginning to take shape in 
the United States. While the bulk of American industries were 
still absorbed in exploiting the domestic field, others, such as 
the sugar interests, were beginning to spread out to Cuba, Porto 
Rico, and Hawaii. It was this fact which produced a change 
in American diplomacy. Just as American foreign policy in 
the first half of the nineteenth century had been accommodated 
to the need of territorial expansion, and later had become es- 
sentially commercial to meet the needs of the rising manufactur- 
ing class, it now assumed, in addition, the role of assisting 
American investments in foreign, and particularly tropical, 
countries. The United States was beginning to reach the point 
which had driven European countries into the Far East and 
into Africa. The search for markets and for trade was now 
supplemented by the search for opportunities to invest capital 
abroad. Since 1844, when Caleb Cushing was sent to open the 
doors of trade with China, the Far East had become an im- 
portant American market. Furthermore, the United States 
had the largest Pacific coastline in the world. The importance 
of Hawaii as a source for raw material, in this case sugar, as 
an uncultivated tropical country where American capital could 
find investment, and as a stepping stone to a rapidly expanding 
trade with Asia, was frankly stated by Secretary of State 
Hamilton Fish as early as 1873. 

"There seems to be a strong desire on the part of many persons 
in the islands, representing large interests and great wealth, to 
become annexed to the United States. And while there are . . , 
many and influential persons in this country who question the 
policy of any insular acquisitions, perhaps even any extension of 
territorial limits, there are also those of influence and of wise 
foresight who see a future that must extend the jurisdiction and 
the limits of this nation, and that will require a resting spot in 
the mid-ocean, between the Pacific coast and the vast domains of 
Asia, which are now opening to commerce and Christian civiliza- 
tion." 1 

iFish^ supra, p. 404. 
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As the American sugar planters in Hawaiian islands became 
more and more insistent that the United States take over the 
islands, the State Department adjusted itself to the tactics 
required by modern economic imperialism. "Throughout the 
continent, north and south," Secretary of State Blaine wrote in 
1881 in a confidential dispatch to the American minister of 
Hawaii, "wherever a foothold is found for American enter- 
prise, it is quickly occupied, and this spirit of adventure, which 
seeks its outlet in the mines of South America and the railroads 
of Mexico, would not be slow to avail itself of openings of 
assured and profitable enterprise even in mid-ocean/' Hav- 
ing marked Hawaii for its own, the United States at first 
fell back on the policy of watchful waiting that it had followed 
in the early part of the nineteenth century toward Cuba and 
South America. Because of the alleged "priority of our in- 
terests" it refused in 1888 to join with France and England in 
a joint guarantee of the independence of the Hawaiian Gov- 
ernment.^ 

The revolution engineered by American investors in Hawaii, 
the assistance rendered by the American minister, and the final 
annexation of the islands in 1898, has been dealt with in another 
chapter. As the annexation of Hawaii marked a profound 
change in American economic development, so the conduct of 
the American minister marked a corresponding change in for- 
eign policy. It was the beginning of a diplomacy which was to 
serve the requirements of American investments in foreign 
countries, as the old diplomacy served the requirements of ter- 
ritorial expansion and of commerce. In the last decade of the 
nineteenth century American capital was still sunk in the de- 
velopment of domestic industries and in organizing gigantic 
trusts. Prior to the Spanish-American War, however, an oc- 
casion arose for the United States once more to assert the 
Monroe Doctrine with its implication of the supremacy of the 
United States in the western hemisphere. Great Britain and 
Venezuela disputed the boundary line of British Guiana. The 

1 Fish, supra, pp. 403-4. 
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issue involved some 30,000 square miles of territory. Venezu- 
ela had offered to submit the question to arbitration, but 
Great Britain refused. During Cleveland's second administra- 
tion the State Department urged Great Britain to arbitrate. 
Finally President Cleveland decided to intervene in the dispute. 
In 1895 Secretary of State Richard Olney notified Great 
Britain that . . . 'Today the United States is practically 
sovereign on this continent, and its fiat is law upon the subjects 
to which it confines its interposition. Why ? It is not because 
of the pure friendship or good will felt for it. It is not simply 
by reason of its high character as a civilized state, nor because 
wisdom and justice and equity are the invariable characteristics 
of the dealings of the United States. It is because in addition 
to all other grounds, its infinite resources combined with its 
isolated position render it master of the situation and practically 
invulnerable against any or all other powers.*' ^ This militant 
extension of the Monroe Doctrine was supported in President 
Cleveland's message to Congress of that year, which declared 
that the acquisition of territory in the western hemisphere 
through the arbitrary advance of a boundary line was a violation 
of the Monroe Doctrine, and asked Congress for an appropria- 
tion to finance a commission to decide on the boundary line. It 
would be the duty of the United States to uphold the findings of 
this commission, President Cleveland declared, and added : ''In 
making these recommendations I am fully alive to the responsi- 
bility incurred and keenly realize all the consequences that may 
follow." 2 Congress voted the appropriation, and excitement 
ran so high in this country and in England that the two nations 
seemed to be on the point of war. However, before the 
American boundary commission concluded its investigation, 
Great Britain agreed to arbitrate the matter. 

6. The Far-Flung Battle Line 

America's emergence as a modern imperialist power became a 
generally recognized fact with the outbreak of the Spanish- 

lU. S. "Foreign Relations," 1895, p, 558. 
2U, S. "Congressional Record," v. 28, p. 191. 
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American War, the avowed object of which was the liberation of 
Cuba from Spanish domination. The interest of the United 
States in annexing Cuba, it has been pointed out, was as old as 
the United States. Following the Civil War the chief aim 
of the State Department in regard to Cuba was the extension 
of commercial relations with the island and the protection of 
American interests there. During the Ten Years War from 
1868-1878, in which Cuba sought to break away from Spain, 
the United States threatened to intervene, with the implication 
of annexing the island.^ In 1895 Cuba began its final insurrec- 
tion against Spain, and a bitter struggle followed in which the 
insurrectionists carried on a guerilla war while the Spaniards 
herded the population into concentration camps. 

In addition to the unbroken interest which the United States 
had shown toward Cuban annexation for almost a century, 
American investments in Cuba by 1893 amounted to over 
$50,000,000; the trade of the United States with the island had 
reached a value of $100,000,000; while American claims 
amounted to over $16,000,000.^ Consequently the McKinley 
administration, which took office in 1897, began to negotiate with 
Spain for a cessation of hostilities. 

Spain offered to grant Cuba autonomy, but the insurrection- 
ists insisted on complete independence. On January 13, 1898, 
a riot took place in Havana as a deliberate demonstration against 
the plan for autonomy; and the American consul-general ad- 
vised Washington that a warship might be necessary to pro- 
tect Americans in Havana. The Maine was promptly dis- 
patched and anchored in Havana harbour on January 25. Mean- 
time the Hearst press, which had been carrying on a sensa- 
tional campaign for war, published a private letter written by 
the Spanish ambassador at Washington, in which President 
McKinley was criticised for "keeping on good terms with the 
jingoes of his party." ^ This letter, according to Secretary of 
State Day, was "surreptitiously if not criminally obtained."* 

^ Latane, "U. S. and Latin America," p. 124. 
2U. S. "Congressional Record," v. 31, p. 3776, 
^Latane, supra, p. 129. 
4U. S. "Foreign Relations," 1898, p. 680. 
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However, it served its purpose; the popular clamour for war 
increased. On the evening of February 15 the Maine blew 
up in the harbour of Havana, and two officers and 258 men were 
killed. Although "there was no evidence whatever that any 
one connected with the exercise of Spanish authority in Cuba 
had had so much as guilty knowledge of the plans made to 
destroy the Maine'' ^ it was assumed that the ship had been 
blown up by the Spanish, and the demand for war became 
louder. 

Meantime the American Minister at Madrid was discussing 
the purchase of Cuba by the United States. On March 17, 
1898, he wrote to the Secretary of State that "if we have war 
we must finally occupy and ultimately own the island. If to- 
day we could purchase at reasonable price we should avoid the 
horrors and expense of war." ^ Spain refused to sell; but in 
response to an offer by President McKinley for an armistice 
with the Cuban revolutionists and adjustment through the as- 
sistance of the United States, the Spanish government offered 
to submit the question involved in the explosion of the Maine 
to arbitration, and to leave the pacification of the island to a 
Cuban parliament.^ Representatives of Germany, Austria- 
Hungary, France, Great Britain, Italy, and Russia made a 
formal appeal to President McKinley for peace, and the Pope 
prevailed upon Spain to suspend hostilities. By this time most 
of the disputed points between the United States and Spain 
had been settled; there were no Americans in Cuban prisons; 
the reconcetrado policy had been stopped ; American relief had 
been admitted on the island ; arbitration of the Maine incident 
had been offered; and amnesty had been granted.^ Neverthe- 
less, President McKinley submitted the question to Congress 
on April 1 1 in a message which practically made no mention of 
Spain's offer of peace. 

The president's message and the debates on it in Congress 

1 Wilson, "History of the American People," v. 5, p. 270. 

2 U. S. "Foreign Relations," 1898, p. 688. 
^Latane, supra, p. 131. 

^ Fish, "American Diplomacy," p. 415. 
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showed that the interest of the United States in the fate of 
C^a was. not entirely humanitarian. Senators pointed out that 
"for three-fourths of a century this Government has persistently 
asserted its right to control the ultimate destiny of Cuba."^ 
The message advocated "the forcible intervention of the United 
States as a neutral to stop the war" on the following grounds : 

"First. In the cause of humanity and to put an end to the bar- 
barities, bloodshed, starvation, and horrible miseries now existing 
there. . . . Second. We owe it to our citizens in Cuba to afford 
them that protection and indemnity for life and property which 
no government there can or will afford. , . . Third. The right 
to intervene may be justified by the very serious injury to the 
commerce, trade, and business of our people and by the wanton 
destruction of property and devastation of the island. Fourth, 
and which is of the utmost importance. The present condition 
of affairs in Cuba is a constant menace to our peace, and entails 
upon this Government an enormous expense.^ 

American "trade has suffered," the message said ; "the capital 
invested by our citizens in Cuba has been largely lost." ^ What 
McKinley's real intentions toward "Cuba libre" were, he in- 
dicated in the following words : 

"Nor from the standpoint of expediency do I think it would be 
wise or prudent for this Government to recognize at the present 
time the independence of the so-called Cuban Republic. Such rec- 
ognition is not necessary in order to enable the United States to 
intervene and pacify the island. To commit this country now to 
the recognition of any particular government in Cuba might 
subject us to embarrassing conditions of international obligation 
toward the organization so recognized. In case of intervention 
our conduct would be subject to the approval or disapproval of 
such government. We would be required to submit to its direction 
and to assume to it the mere relation of a friendly ally." * 

On April 19 Congress passed a joint resolution declaring 
that "the people of the Island of Cuba are, and of right ought 
to be, free and independent, and that the Government of the 

lU. S. "Congressional Record,'' v. 31, p. 3789. 

2 Ibid., p. 3701. 

3 Idem. 
* Idem. 
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United States hereby recognizes the Republic of Cuba as the 
true and lawful government of that island," and empowered the 
President to use the army and navy to carry out the provisions 
of the resolution. That there were elements in the United 
States opposed to the annexation of Cuba was indicated by the 
addition of the Taller amendment which declared that "the 
United States hereby disclaims any disposition or intention to 
exercise sovereignty, jurisdiction, or control over said island, 
except for the pacification thereof, and asserts its determination 
when that is accomplished to leave the government and control 
of the island to its people/'^ Two days later President 
McKinley ordered a blockade of Cuban ports and the war was 
on. At the same time Commodore George Dewey, in command 
of the Asiatic squadron at Hongkong, was ordered to proceed 
to Manila Bay in the Philippine Islands, which belonged to 
Spain, and to capture or destroy the Spanish fleet there.^ 

7. America: An Oriental Power 

War having been declared to liberate Cuba, what was an 
American fleet doing in the Philippines? During the autumn 
of 1897, while humanitarian appeals were being made on Cuba's 
behalf. Commodore Dewey had approached Assistant Secretary 
of the Navy Theodore Roosevelt and asked for the command of 
the Asiatic squadron in expectation of a war with Spain. He 
obtained the command; on February 25, 1898, almost two 
months before war was declared, Roosevelt wired Dewey: 
"Order the squadron to Hongkong. Keep full of coal. In the 
event of declaration of war Spain, your duty will be to see that 
the Spanish squadron does not leave the Asiatic coast, and then 
offensive operations in Philippine Islands." ^ The meaning of 
this secret order and of America's interest in the Philippine 
Islands did not become clear until, after a brief conflict of four 
months, in which the United States easily defeated Spain on 
land and water, a peace treaty was signed at Paris on Decem- 

1 U. S. "Foreign Relations," 1898, p. 761. 

2Latane, supra, p. 134. 

3 Rhodes. "McKitiley and Roosevelt Administrations," p. 70. 
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ber 10, 1898, and ratified by Congress on February 6, 1899. 
The Treaty provided for the independence of Cuba, the ces- 
sion of Porto Rico, Guam, and the Philippines to the United 
States, and the payment of 20 milHon dollars by the United 
States to Spain for the Philippines.^ The instructions which 
the American peace commissioners received and the subsequent 
discussion of the peace treaty revealed that the Philippines were 
acquired to meet the demands of expanding industry and com- 
merce. Admiral Dewey received at Hongkong on August 13, 
1898, the following message from the Navy Department : "The 
President desires to receive from you any important informa- 
tion you may have of the Philippines; the desirability of the 
several islands ; the character of their population ; coal and other 
mineral deposits ; their harbor and commercial advantages, and 
in a naval and commercial sense which would be most ad- 
vantageous." Admiral Dewey replied that "Luzon is in all 
respects the most desirable to retain. Contains most important 
commercial ports. Manila is farthest north. Produces all of 
the good tobacco. . . . Possible rich minerals. . . . Subig Bay 
best harbor for coaling purposes and military. Water deep; 
land-locked; easily defended. Strategically, command of bay 
and city of Manila, with arsenal at Cavite, most valuable." ^ 
The chief reason for taking the Philippines was not only their 
own value as sources of raw material, but what is more impor- 
tant, their strategic position for trade with China. The Philip- 
pines were to be for the United States what Kiauchow was for 
Germany and Hongkong for Great Britain : a base for develop- 
ing America's growing sphere of influence in Manchuria.^ 
"The ruling motive for accepting the responsibility (of taking 
over the Philippines) was commercial; given those islands, it 
was said, our trade with Asia must be large." ^ 

1 MacDonald, "Documentary Source Book of American History," pp. 
602-8. 

2 U. S. Navy Dept., "Annual Report," 1898, v. 2, pp. 122-3. Pettigrew, 
"Triumphant Plutocracy," p. 320. 

3 See Chapter III. 

^Viallate, "Economic Imperialism," p. 34. "Annals," v. 13; "Sup- 
plement," p. 109. 
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From 1889 to 1898 the value of American exports to China 
was $62,289,980, of which 87 per cent was made up of cotton 
cloth and refined mineral oil.^ From 1890 until the outbreak 
of the Spanish- American War, American exports to China had 
increased threefold, so that by 1898 our entire volume of trade 
with that country equalled *'that of the whole of continental 
Europe, outside of Russia/' ^ The value of the Philippines as 
a base for Chinese trade was thus described by the Secretary 
of the American Asiatic Association in 1899: "Had we no in- 
terests in China, the possession of the Philippines would be 
meaningless. ... In December, 1897, it became evident that 
a situation had been created under which the trade and treaty 
rights secured by the United States in China might be seri- 
ously imperilled. These had already been adversely affected by 
an agreement made in regard to the Russo-Manchurian Rail- 
way, in which it was provided that'* Russia pay one-third less 
duty than other nations. "The existing status had been further 
threatened by the virtual supremacy of Russia in Manchuria and 
the Liaotung Peninsula and the consequent danger that the 
treaty port of Newchwang — more than half of whose imports 
of cotton textiles come from the United States — might at any 
time be declared a part of the Russian Empire, and therefore 
subject to its tariff. In short, the beginnings were only too 
obvious of a process of alienation of sovereignty under which 
the whole of the North China might pass under the dominion 
of the Czar. As it happens that over 80 per cent of all the cot- 
ton drills, and over 90 per cent of all the sheetings which the 
United States exports to China, find their way to the three 
northern treaty ports of Tientsin, Chefoo, and Newchwang, 
this was a process to which the manufacturing interests of our 
country could hardly be indifferent. The first body to take 
action in regard to the threatening situation in China was the 
New York Chamber of Commerce," which in February, 1898, 
"addressed a memorial to the President of the United States in 
which it was set forth that the trade of the United States with 

1 "Annals," v. 13; "Supplement,** p. ill. 

2 Hill, "Greater America," p. 8. 
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China is rapidly increasing, and is destined with the further 
opening of that country to assume large proportions, unless arbi- 
trarily debarred by the action of foreign governments.'* ^ 

The New York Chamber of Commerce requested President 
McKinley to take steps "for the preservation and protection 
of their important interests in that empire." This demand of 
American business for better facilities for trading with China, 
including an Open Door policy, led McKinley to include in his 
instructions to the peace delegation at Paris the following : 



"Incidental to our tenure in the Philippines is the commercial 
opportunity to which American statesmanship cannot be indif- 
ferent." 



The peace commissioners at Paris wired back to the State 
Department details about the economic value of the Philippines, 
especially as a source for sugar, hemp, and tobacco. They 
urged buying all of the Philippine Islands "to keep out Germany, 
the great trade rival of . . . United States in next genera- 
tion." 2 

8. Manifest Destiny 

The acquisition of the Philippines, Porto Rico and Guam by 
the Treaty of Paris and the formal annexation of Hawaii dur- 
ing the war and Samoa in 1900, made the United States a 
world power. For the first time since its inception as a union 
of thirteen colonies, it had to face the problem of colonial ad- 
ministration. Before the signing of the treaty, one of the 
peace commissioners in Paris urged Washington that there is 
"no place for colonial administration or government of subject 
people in American system." ^ A resolution was introduced 
into the Senate "that under the Constitution of the United 
States, no power is given to the Federal Government to acquire 

1 "Annals," v. 13 ; "Supplement," pp. 148-9. 
2U. S. "Foreign Relations," 1898, pp. 925-7. 
5 Ibid., p. 935. 
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territory to be held and governed permanently as colonies/'^ 
The resolution failed, the islands were annexed and officially the 
American government was committed to a policy of imperialism. 
The profound change which this acquisition heralded raised a 
great deal of opposition, and was reflected in the arguments of 
the imperialists and anti-imperialists. 

Defenders of the new departure declared expansion was the 
"manifest destiny" of the United States. "Every expansion of 
our territory has been in accordance with the irresistible law of 
growth," Senator O. H. Piatt of Connecticut said in the Senate. 
"The history of territorial expansion is the history of our na- 
tion's progress and glory. It is a matter to be proud of, not to 
lament. We should rejoice that Providence has given us the 
opportunity to extend our influence, our institutions, and our 
civilization into regions hitherto closed to us, rather than contrive 
how we can thwart its designs." ^ The great popular opposition 
to imperialism, made it necessary for Whitelaw Reid, one of the 
Paris Peace commissioners and editor of the New York Tribune, 
to tour the country during 1899 ^^ defense of the new acquisi- 
tions. He emphasized the importance of the Philippines in the 
Far East where "lies now the best hope of American commerce. 
. . . The Pacific Ocean," Reid stated, "is in our hands now. 
Practically we own more than half the coast on this side, domi- 
nate the rest, and have midway stations in the Sandwich and 
Aleutian Islands. To extend now the authority of the United 
States over the great Philippine Archipelago is to fence in the 
China Sea and secure an almost equally commanding position 
on the other side of the Pacific — doubling our control of it and 
of the fabulous trade the Twentieth Century will see it bear. 
Rightly used, it enables the United States to convert the Pacific 
Ocean almost into an American lake. . . . Nobody doubts the 
advantage our dealers have derived in the promotion of trade 
from controlling political relations and frequent intercourse. 
There are those who deny that 'trade follows the flag,' but 

1 Beard, "Contemporary American History," p. 216. 

2 Idem. 
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even they admit that it leaves if the flag does. . . . The trade 
in the Philippines will be but a drop in the bucket compared to 
that of China, for which they give us an unapproachable foot- 
hold." 1 

Reid described the statesmanship which guided him and his 
fellow commissioners in Paris as follows: "The statesman- 
ship of the past has been to develop our vast internal resources 
by the protective policy. The statesmanship of the present and 
future is to extend our commercial relations and secure markets 
for our marvellous surplus productions. We are today the 
most wealthy nation on the face of the globe. The amount of 
our commerce exceeds that of any of the great powers of the 
world, being well on to two billion dollars. . . . New York, not 
London, is to be the money centre of the world." 

The dawn of modern American imperialism was described 
by Robert Hutcheson as follows : "Wish it, vote for it, pray 
for it as we may, isolation is no longer possible for the United 
States. We are not as free as in the time of Washington to 
avoid European complications. Steam and electricity have an- 
nihilated space and brought the great nations of the world to 
elbow and jostle one another like pedestrians on a crowded 
street. The old eastern question no longer centres at Con- 
stantinople, but by the completion of the Trans-Siberian rail- 
way has been transferred to Port Arthur. The Muscovite has 
found the sea just off our western coast and henceforth we must 
reckon with him. The eagle and the bear are face to face. 
. . . The feeble governments and low civilization of Central 
America must in time disappear. With the completion of an 
isthmian waterway we will be brought in more immediate con- 
tact with those people, . . . and ought to have more to say 
about their future destiny than any other power." ^ John Hay, 
then Secretary of State, also saw the dawn of a new age. "The 
'debtor nation,' " he declared, "has become the chief creditor 
nation. The financial centre of the world, which required thou- 

1 Reid, "Problems of Expansion," pp. 41-2, 191-2. 

2 Hutcheson, "Expansion, the Traditional Policy of the U. S.," p. 19. 
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sands of years to journey from the Euphrates to the Thames and 
the Seine, seems passing to the Hudson between daybreak and 
dark." ^ 

9. The Open Door Doctrine 

The Phih'ppines, Porto Rico and Guam were outright posses- 
sions obtained by conquest, a mode of imperiahst acquisition 
which began to go out of existence at the end of the nineteenth 
century. Hawaii had been obtained by fomenting a revokition. 
Having embarked on a poHcy of imperial expansion the United 
States developed a series of policies in the Far East and in 
Latin America, where the chief interests of its ever-growing 
foreign trade and investment lay, which in essence was the Eu- 
ropean policy of ''spheres of influence" and protectorates. 

It was America's sphere of influence in Manchuria which 
gave rise to the Open Door doctrine.^ In his instructions to the 
Peace Commissioners at Paris drawing up a treaty with Spain, 
President McKinley had already stated that "we seek no ad- 
vantages in the Orient not common to all. Asking the open 
door for ourselves we are ready to accord the open door to 
others." The division of China into spheres of influence pro- 
voked the note which John Hay sent in September, 1899, caUing 
for an open door to Chinese markets. The origin and appli- 
cation of the Open Door doctrine has been described by Sec- 
retary of State Knox thus : "Following the lease in 1898 and 
1899 of various portions of Chinese territory to Germany, Rus- 
sia, France, and Great Britain, with exchanges of notes in which 
these Powers, together with Japan, were recognized each as hav- 
ing special interests within certain provinces of the Chinese 
Empire, the United States secured from each of these Powers 
a declaration giving assurance of equality of treatment within 
these so-called 'spheres of interest* for nationals of all the 
Powers ; and, preliminary to the settlement of the Boxer trou- 

lU. S. "Congressional Record," v. 35, p. 2201. 
2 See Chapter III. 
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bles, the United States again addressed the interested Powers, 
securing their assent to the principle of the preservation of 
Chinese territorial and administrative entity and equality of 
commercial opportunity. It was especially to safeguard these 
principles that the United States Government interested itself 
so actively in the question of municipal government at Harbin 
in Manchuria, in that of the working of mines along the 
Mukden-Antung Railway, in the proposed constructions of the 
Chinchou-Aigun Railway, and made the proposal to neutralize 
the railways of Manchuria, and sought for American capital a 
participation in the loan for the Hukuang Railways." ^ On the 
basis of this policy, the State Department has actively co- 
operated with American bankers to obtain concessions both in 
the Near East and the Far East.^ 

The Philippines continue to play a role as the American base 
of operations for extending commercial and financial interests 
in the Orient. "The business background of the independence 
question becomes of far-reaching importance in any decision," 
a financial journal recently stated. "In dollar s-and-cents terms 
it is a question of foreign investment. East or West, trade 
follows not the flag but the dollar — and the pound sterling, and 
the yen. ... In the last analysis, the American business man 
and the Filipino politician have split upon the rock of foreign 
investment. . . . Within this 1700 mile radius . . . lies the key 
to Pacific commercial supremacy. To the north are the great 
Japanese business centres of Yokohama, Kobe, and Osaka; then 
the North China ports of Dairen and Tientsin; the China coast 
from Shanghai to Canton and Hongkong; Saigon, Bangkok, 
and Singapore, the British-held gateway to the wealth of the 
Indies ; Batavia and Sourabaya in the Netherlands East Indies, 
and southward to Australia — all within that five day steaming 
radius. With Manila the centre of a 2,500 miles radius, the 
imagination merchandises almost half the world's population; 
for 761,205,000 people live and toil in this circle engir- 

^Knox, "Spirit and Purpose of American Diplomacy," pp. 27-9. 
2 See Chapter III. 
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dling Vladivostok, the Pacific door to Siberia, India to the 
Arabian Sea, and Oceanica to Perth and Brisbane in Austra- 
lia." ^ 

10. Protectorates 

While the State Department has been assisting American in- 
vestors in the Orient and the Near East on the basis of the 
Open Door policy, an intensification of the Monroe Doctrine 
has served as the diplomatic fagade of the economic conquest 
of Latin America, particularly of the Caribbean. "Steadily, 
quietly, almost unconsciously, the extension of international 
responsibilities southward has become practically a fixed policy 
with the State Department.'' ^ There was a great rush of 
American capital to Cuba immediately after the Spanish- 
American War, and the United States did not allow its promise 
not to exercise "sovereignty, jurisdiction, or control" over Cuba 
to stand in the way. By the Piatt Amendment, "proposed by 
General Leonard Wood, carefully drafted by Elihu Root, at that 
time Secretary of War, discussed at length by President Mc- 
Kinley's cabinet, and entrusted to Senator Piatt of Connecti- 
cut," and passed by Congress on March 2, 1901, Cuba was 
practically made a protectorate of the United States.^ The 
technical legal status of Cuba is that of a "protected independent 
state/* according to a document issued by the State Department 
on January 10, 1919,* marked "Confidential : For Official Use 
Only," This official document, now on file at the New York 
Public Library, declares that : 

"It would appear that 'independence* as a technical term employed 
in treaties relating to such protected States does not mean full 
freedom of action as a positive attribute, but rather the absence 
of any such restrictions upon the protected State as would amount 
to an infringement of its international personality and take from 
it a certain theoretical legal competence to be the arbiter of its 

1 "Annalist," v. 23, p. 159. 

2 Jones, "Caribbean Interests of the U. S.," p. 125. 

3 Latane, "U. S. and Latin America," pp. 138-9- See above. Chapter 
VI. 

4 Willoughby, "Types of Restricted Sovereignty," p. 7. 



AMERICAN IMPERIAL DIPLOMACY 261 

own destiny. . . . Cuba represents perhaps the best example of an 
independent State under the protection of a single power," ^ 

Shortly after the Piatt Amendment practically turned Cuba 
into an American protectorate, the United States began to in- 
terpret the Monroe Doctrine in connection with business oppor- 
tunities. These interpretations eventually led to the establish- 
ment of protectorates over Santo Domingo and Haiti.^ An 
important interpretation of the Doctrine was made in 1902, 
when Great Britain, Germany, and Italy blockaded Venezuela 
to collect debts due to the investors ; the United States minister 
to Venezuela, acting under State Department orders, prevailed 
upon Venezuela to submit the question to arbitration. Great 
Britain and Italy withdrew, but Germany continued the block- 
ade. At this point President Roosevelt informed the German 
ambassador that unless Germany withdrew her fleet and sub- 
mitted to arbitration, American warships would be ordered to 
Venezuela in ten days.'* Germany agreed to arbitrate. 

II. The Big Stick 

Although this incident strengthened the Monroe Doctrine in 
so far as it applied to European influence, President Roosevelt 
had declared in his annual message of December 3, 1901, that 
the United States would not guarantee any Latin-American 
state "against punishment if it misconducts itself, provided 
that punishment does not take the form of the acquisition of 
territory."^ In 1904, when Santo Domingo was in financial 
difficulties, he established a protectorate, first by executive agree- 
ment, later by treaty. In his annual message of 1904 Roosevelt 
formulates the policy of intervention by declaring that "Chronic 
wrongdoing, or an impotence which results in a general loosen- 
ing of the ties of civilized society, may in America, as elsewhere, 
ultimately require intervention by some civilized nation, and 

iWilloughby, "Types of Restricted Sovereignty," pp. S-y. 
2 See Chapter V. 

sLatane. "U. S. and Latin America,*' pp. 252-3. Mahony, "Monroe 
Doctrine/' pp. 51-2. 
^U. S. "Foreign Relations," 1901, pp. xxxvi-vii. 
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in the Western Hemisphere the adherence of the United States 
to the Monroe Doctrine may force the United States, however 
reluctantly, in flagrant cases of such wrongdoing or impotence, 
to the exercise of an international police power." ^ This ''big 
stick" policy was applied to Santo Domingo by a later adminis- 
tration in the shape of armed intervention. Following the es- 
tablishment of the Dominican protectorate the largest sugar 
plantations of the island republic fell into American hands. 
American investors bought up large tracts of land, and obtained 
a practical monopoly of the fruit trade.^ That Santo Domingo 
and Cuba were not to be the only Caribbean protectorates of 
the United States was prophesied by Elihu Root in 1908, when 
he declared that the causes which led to American intervention 
in Cuba "would lead to similar action in Haiti or Nicaragua if 
American interests there were of equal magnitude/* ^ and again 
in 1912, when he told the Chamber of Commerce in New York 
that "it is a question of time until Mexico, Central America 
and the islands, which we do not possess in the Caribbean, shall 
come under our banner." * The precedent set in Santo Domingo 
was followed in 1912, when on behalf of Brown Brothers & 
Co., and J, and W. Seligman & Co., New York bankers, the 
Taft administration intervened and established a protectorate 
over Nicaragua; and again in 191 5 the Wilson administration 
established a protectorate in Haiti.^ Santo Domingo also 
became a precedent for American diplomatic pressure in Hon- 
duras in 191 1, on behalf of a banking syndicate headed by J. P. 
Morgan & Co.* At that time Secretary Knox, who had devel- 
oped "dollar diplomacy" in China and Latin America, summed 
up the assistance given by the Government to American in- 
vestors as follows : "During the course of a year it is many 
times necessary for the United States to send forces to the 

1 U. S. "Congressional Record,'* v. 39, p. 19. 

2 Jones, supra, p. 30. 

3 Coolidge, "U. S. as a World Power," p. 297. 
^Inman, "Problems in Pan- Americanism," p. 339. 
^ For details see Chapter V. 

« Stuart, "Latin America and the U. S.," p. 278. U. S. "Foreign 
Relations," 1911, p. 573 ff* 
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ports of some of the Central American republics in order to 
afford protection to foreign life and property. This is done 
at an enormous expense, an informal estimate from some of 
the naval officers showing that the annual cost to this Govern- 
ment amounts to over $1,000,000." ^ 

12. The American Gibraltar 

America's acquisitions in its first imperialistic war offered 
important military and naval as well as economic advantages. 
Through the occupation of Hawaii, Samoa and the Philippines, 
the United States had footholds from which with a powerful 
navy she could dominate the Pacific Ocean. Porto Rico was 
annexed and Cuba turned into a protectorate at a time when 
a canal across the Isthmus of Panama and an alternative or ad- 
ditional canal across Nicaragua were being planned to connect 
the two great oceans flanking America. Henceforth, Amer- 
ican diplomacy, in addition to safeguarding investments 
through negotiation, loan conventions, treaties, and bayonets, was 
to extend and safeguard the American empire through the es- 
tablishment of naval bases in the Caribbean. The Hay- 
Pauncefote Treaty of 1901, which gave the United States con- 
trol over the proposed Panama Canal, and which aroused no 
protests, marked European recognition of America's hegemony 
over the Caribbean region.^ The building of the canal was in- 
tended, in the words of President McKinley, immediately after 
the Spanish-American War, to afford "that intimate and ready 
intercommunication between our eastern and western seaboards 
demanded by the annexation of the Hawaiian Islands and the 
prospective expansion of our influence and commerce in the 
Pacific." ^ When the canal was completed, after the United 
States had fomeijted a revolution in Panama,* the map of the 
world was changed, and the Caribbean was transformed into a 
great commercial and investing centre.*' In addition, by the 

^U. S. "Foreign Relations," 1912, p. 586. 
^Viallate, "Economic Imperialism," p. 37. 
3U. S. "Foreign Relations," 1898, p. Ixxii. 
*See Chapter IV. 
^Inman, supra, p. 15. 
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treaty forced upon Nicaragua in 1916 after armed intervention,^ 
the United States obtained the right to build another canal 
across Nicaragua. A series of naval bases beginning with Key 
West, Florida, and including Guantanamo (obtained by the 
treaty with Cuba), Porto Rico, and the Virgin Islands (pur- 
chased in 1917), give the United States absolute control of the 
Caribbean region. The treaty of 1907 with Santo Domingo 
gives the United States the right to build a naval base at 
Samana Bay; the treaty of 1915 with Haiti gives her the same 
right to the Mole of St. Nicholas; and the Bryan-Chamorro 
treaty of 1916, permits her to build naval bases on Fonseca Bay 
and the Corn Islands off Nicaragua. 

In connection with the extension of naval power the Monroe 
Doctrine was modified in 1912, when it was rumoured that a 
Japanese trading concern had bought land which would give 
Japan a naval base on Magdalena Bay in Lower California, 
which is Mexican territory. Although the report later proved 
to be groundless the Senate passed a resolution introduced by 
Senator Lodge which provided that "when any harbor or other 
place in the American continents is so situated that the occupa- 
tion thereof for naval or military purposes might threaten the 
communications or the safety of the United States, the Govern- 
ment of the United States could not see without grave concern 
the possession of such harbor or other place by any corporation 
or association which has such a relation to another Government, 
not American, as to give that Government practical power of 
control for national purposes." ^ 

13. Dollar Diplomacy 

During the Taft administration the assistance which the State 
Department gave to American investors had developed into so 
definite and clear-cut a policy that it became generally known 
as "dollar diplomacy." 

This assistance was extended in the Far East for the pur- 
pose of obtaining financial and railway concessions for an 

^ See Chapter V. 

2U. S. "Congressional Record," v. 48, p. 10045. 
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American banking syndicate headed by J. P. Morgan & Co., 
in connection with the Hukuang Railway loan and the Man- 
churian bank schemed Dollar diplomacy in China was thus 
described by President Taft in his message on foreign relations 
communicated to Congress on December 3, 1912: "In China 
the policy of encouraging financial investment to enable that 
country to help itself has had the result of giving new life and 
practical application to the open-door policy. The consistent 
purpose of the present administration has been to encourage 
the use of American capital in the development of China by 
the promotion of those essential reforms to which China is 
pledged by treaties with the United States and other powers." ^ 
At the same time the State Department helped American 
financiers to entrench themselves in Nicaragua, Honduras, and 
elsewhere in Latin America. 

The role of the Monroe Doctrine in the Caribbean region and 
its relation to the interests of American bankers has been de- 
scribed by President Taft as follows: "It is obvious that the 
Monroe doctrine is more vital in the neighborhood of the 
Panama Canal and the zone of the Caribbean than anywhere 
else. , • , It is therefore essential that the countries within that 
sphere shall be removed from the jeopardy involved by heavy 
foreign debt and chaotic national finances and from the ever- 
present danger of international complications due to disorder at 
home. Hence the United States has been glad to encourage 
and support American bankers who were willing to lend a help- 
ing hand to the financial rehabilitation of such countries. . . . 
The Republics of Central America and the Caribbean possess 
great natural wealth. They need only a measure of stability 
and the means of financial regeneration to enter upon an era 
of peace and prosperity, bringing profit and happiness to them- 
selves and at the same time creating conditions sure to lead to 
a flourishing interchange of trade with this country," The in- 

^ See Chapter III. 

2U. S. "Foreign Relations," 1912, p. xi. For details of the "Govern- 
ment's co-operation with the Morgan banking group in efforts to ex- 
ploit China," see Chapter III. 
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terests of American investors were protected by the landing of 
"over 2000 marines and blue-jackets in Nicaragua. Owing to 
their presence the constituted Government of Nicaragua was 
free to devote its attention wholly to its internal troubles, and 
was thus enabled to stamp out the rebellion." ^ 

The policy of protecting American investments led the Taft 
administration to interfere in Ecuador ''to the end that Amer- 
can interests in Ecuador might be saved from complete extinc- 
tion." ^ Similarly in the same year American marines were 
landed in Cuba to protect American Investments.^ The chief 
tenet of dollar diplomacy with its corollary of intervention in 
weak states was outlined by President Taft as follows : ''While 
our foreign policy should not be turned a hair's breadth from 
the straight path of justice, it may well be made to include active 
intervention to secure for our merchandise and our capitalists 
opportunity for profitable investment which shall inure to the 
benefit of both countries concerned."' ^ 

The policy of rendering active assistance to American in- 
vestors was continued and amplified by the Wilson administra- 
tion. Armed intervention, such as had taken place in Santo 
Domingo on behalf of the Santo Domingo Improvement Com- 
pany and in Nicaragua on behalf of Brown Brothers and J. and 
W. Seligman & Co., was in 191 5 undertaken in Haiti on be- 
half of the National City Bank. The Department of State also 
continued American control in Nicaragua through the Bryan- 
Chamorro treaty of 1916. Another example of interference on 
behalf of American finance in the Caribbean region is disclosed 
in the following instructions sent by the State Department to 
the American legation in Cuba, 1913: "Information received 
by Department forecasts an attempt to renew a project of 
British capitalists to rush through Cuban Congress concession 
for railroad from Nuevitas to Caibarien. 

"You will earnestly urge upon the President the desirability 

1 U. S. "Foreign Relations," 1912, pp. xii-xiii. See above, Chapter V. 

2 Ibid., p. xxiii. 

*Ibid., p. XXV. See above, Chapter VI. 

^Viallate, "Economic Imperialism," p. 62. 
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of postponing final action on this bill sufficiently to allow the 
fullest investigation and consideration, emphasizing the burden 
it would impose on the Cuban Treasury in favor of capital 
which is neither American nor Cuban." ^ 

This was a definite step in the direction of an economic Mon- 
roe Doctrine. In fact, before long government assistance to 
American oil interests resulted in an elaboration of the Monroe 
Doctrine by President Wilson which implied that the United 
States in the future would not only oppose European territorial 
acquisition in the Western Hemisphere, but would also oppose 
concessions to foreign investors.^ In 1913 the United States 
Government prevented a British oil syndicate from obtaining a 
concession in Colombia. Shortly afterward President Wilson 
declared in a speech at Mobile, Alabama: 

"You hear of 'concessions' to foreign capitalists in Latin 
America. You do not hear of concessions to foreign capitalists 
in the United States. They are not granted concessions. They 
are invited to make investments. . . . States that are obliged, be- 
cause their territory does not lie within the main field of modern 
enterprise and action, to grant concessions are in this condition, 
that foreign interests are apt to dominate their domestic affairs, 
a condition of affairs always dangerous and apt to become intoler- 
able ... I rejoice in nothing so much as the prospect that they 
will now be emancipated from these conditions, and we ought to 
be the first to take part in assisting in that emancipation." ^ 

14. Oil and Intervention 

American oil investments in Mexico led to political interfer- 
ence and armed intervention by the Wilson administration in 
1 9 14. The United States Government, which had supported 
or fomented revolutions in Hawaii, Panama, and Nicaragua, and 
had on the whole followed a policy of recognizing de facto gov- 
ernments,* now refused to recognize the Huerta government. 
The doctrine of recognition was distinctly American, having 

1 U. S. "Foreign Relations," 1913, p. 381. 
2Viallate, supra, p. 69. 

^ Scott, "President Wilson's Foreign Policy/* pp. 22-3. 
* Latane, "From Isolation to Leadership/* p. 160. 
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been laid down by Jefferson to off-set the European doctrine of 
Divine Right, and as a corollary to the principle expressed in the 
Declaration of Independence that governments derive their just 
powers from the consent of the governed. It was first dis- 
regarded by President Roosevelt in the case of Santo Domingo 
when he told the revolutionary leaders that he would not rec- 
ognize them even if they succeeded.^ President Wilson's re- 
fusal to recognize Huerta was followed by the landing of Amer- 
ican troops at Vera Cruz and the capture of the customs house 
on April 20, 1914. This intervention alarmed all of Latin 
America ; the ABC group — Argentina, Brazil, and Chile — has- 
tened to offer mediation, and as a result of a conference held 
at Niagara on May 20, Huerta resigned. By August, Gen- 
eral Carranza, head of one of the revolutionary factions, took 
control of the Mexican Government, but his power was con- 
tested by General Francisco Villa. After unsuccessful at- 
tempts to reconcile the warring factions, the United States rec- 
ognized the Carranza government in October, 1915. In retalia- 
tion. Villa began a series of raids on American citizens, some 
of which brought him across the border. A punitive expedi- 
tion under General Pershing was dispatched into Mexico in 
March, 19 16, and later large bodies of troops were massed on 
the Mexican border. A loud demand for war was raised by 
American investors in oil, land, mines, and rubber in Mexico.^ 
But President Wilson pursued a policy of "watchful waiting" 
which staved off war with Mexico until the United States was 
ready to enter the World War. 

Behind these bare facts of Mexican intervention lies a story 
of attempts by American investors to exploit an undeveloped 
country with immense resources, and active aid by the United 
States Government to some of these investors. That policy has 
been increasingly followed wherever American money has been 
invested in appreciable quantities. It may be described as a 
policy of using diplomatic pressure to modify either the laws 
or the administration of the country in which Americans have 

ipish, "American Diplomacy," p. 484* 
2Latane, supra, p. 163. 
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concessions. In his testimony before a Senate Committee, 
Henry Lane Wilson, United States ambassador to Mexico from 
1909 to 1913, declared : "There were instances, of course, where 
I was called upon to represent some important interests before 
the Mexican Government, but that was almost without excep- 
tion under instructions from the Department of State." ^ John 
Lind, special representative of President Wilson to Mexico, in 
1913, stated that "Those who had oil interests ... all wanted 
intervention. They wanted Uncle Sam, as they usually put it, 
to come down and clean up Mexico and protect them and their 
purchases or concessions that they had obtained." ^ 

In 1917 the Carranza government adopted a new constitution, 
Article 2^ of which provided: "(a) No foreign corporation or 
individual can legally acquire or hold any mines, oil wells, land 
or other real property in Mexico unless he renounces his citizen- 
ship. 

"(b) No corporation, either domestic or foreign, can own 
agricultural, grazing, or other rural lands in Mexico, and if 
title to such property is already vested in a corporation provi- 
sion is made for its acquisition by the respective State govern- 
ments in exchange for state bonds. 

"(c) No corporation owning a mine, oil well, factory, or 
other industrial enterprise can hold or acquire land in excess 
of its actual immediate requirements, the area to be determined 
by the Federal or State executive. 

"(d) No foreign corporation or individual can, under any 
condition, hold or acquire ownership to lands or waters within 
60 miles of its frontiers or 30 miles from the sea-coast. 

"(e) The ownership of all minerals, solid, liquid, or gaseous, 
is declared to be vested in the nation, regardless of existing 
rights based upon the old constitution. 

"(f) All contracts relating to the acquisition of natural re- 
sources made since the year 1876 are subject to revision by the 
present government, and the executive is authorized to declare 
them null and void." Article 2.y furthermore provided that 

lU. S. Congress, 66:2; "Sen. Doc." v. 10, p. 2252. 
2 Ibid., p. 2^2$, 
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"the nation shall have at all times the right to impose on private 
property such limitations as the public interest may demand, as 
well as the right to regulate the development of natural re- 
sources ... in order to conserve them and equitably to dis- 
tribute the public wealth. . . . 

"In the nation is vested direct ownership of all minerals. . . . 

"In the nation is likewise vested the ownership of the waters 
of territorial seas." ^ 

This attempt by Mexico to nationalize its natural resources 
met with the most powerful opposition by American conces- 
sionaires, and consequently the United States Government took 
active measures to protect the investors. On January 19, 19 16, 
Secretary of State Lansing wired to Consul John R. Silliman 
in Mexico: "Department reliably informed de facto author- 
ities contemplate issuing a decree providing for the nationaliza- 
tion of petroleum, which, if we are correctly informed, would 
affect most seriously the interests of numerous American citi- 
zens and other foreigners who have heretofore engaged in the 
business of producing and selling petroleum in Mexico. Point 
out to General Carranza in unequivocal terms the dangerous 
situation which might result from the issuance of any decree of 
a confiscatory character. Request that definite action be de- 
layed until department shall have had opportunity to examine 
proposed decree, and mail copy thereof to department." ^ On 
January 22, 1917, the State Department informed the Carranza 
government that "the American government cannot acquiesce 
in any direct confiscation of foreign-owned properties in Mexico 
or indirect confiscation." ^ 

To give effect to the Constitutional provision nationalizing 
natural wealth, Carranza on February 18, 1918, issued a decree 
"for the imposition of certain taxes on the surface of oil lands, 
as well as on the rents, royalties, and production derived from 
the exploitation thereof." ^ Again the State Department pro- 

lU. S. Congress, (^\2\ "Sen. Doc." v. 9, P- 446. 
2 Ibid., V. 10, p. 3121. 
8 Ibid,, V. 10, p. 3123. 
4 Ibid., V. 9, p, 266. 
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tested, declaring that *"the United States cannot acquiesce in 
any procedure ostensibly or nominally in the form of taxation 
or the exercise of eminent domain but really resulting in the 
confiscation of private property and arbitrary deprivation of 
vested rights." ^ The decree called for the filing of documents 
showing the basis of their titles by concessionaires. The Amer- 
ican oil companies, according to Edward L. Doheny, a leading 
American oil investor in Mexico, refused to file these statements 
"with the consent and approval and at the suggestion of our 
own State Department." ^ On April 2 the State Department 
again made a "formal and solemn protest . . . against the viola- 
tion or infringement of legitimately acquired American private 
property rights involved in the enforcement of said decree." ^ 
Passing from protests to threats the State Departn- :nt added: 
"It becomes the function of the Government of the United 
States most earnestly and respectfully to call the attention of 
the Mexican Government to the necessity which may arise to 
impel it to protect the property of its citizens in Mexico divested 
or injuriously affected by the decree above cited." * 

15- T^he State Department as a Bitsiness Solicitor 

In addition to extending commerce through treaties, acquir- 
ing naval bases, establishing protectorates, intervening in elec- 
tions, withholding recognition, and using the army and navy 
to coerce debtors, the United States Government has also acted 
as a business solicitor for American investors in China, the Near 
East, and Latin America. Naval intelligence missions sent to 
various countries of the world not only report on naval matters 
but supply the Department of Commerce with information about 
opportunities for investment. 

Secretary of State Hughes has stated that "in order to accord 
adequate protection to American interests in the Near East 
during the period following the Great War, the Department of 

lU. S. Congress, 66:2; "Sen. Doc." v. 9, p, 266. 

2 Ibid., p. 267. 

3 Ibid., V. 10, pp. 3157-8. 
*Ibici., V. 9, p. 267. 
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State has maintained its representatives throughout this area, 
and a naval force has been stationed in Near Eastern waters 
since 1919. Until October, 1922, this force consisted of from 
three to nine destroyers with various other craft from time to 
time. . . . These vessels have been of inestimable service to 
the representatives of the Department of State and to all 
American interests in the Near East."^ 

This role of advance agent for American business, and partic- 
ularly for American finance, was increasingly assumed by the 
government after the outbreak of the European war, when 
capital began to flow into this country, and the surplus ac- 
cumulated at an enormous rate. The upheaval in the economic 
life of the world was reflected in American foreign policy as 
soon as it became evident that finance, as distinguished from 
industry and commerce, was about to become a leading activity 
of American capitalists. The foreign business of American 
bankers began in a small way at the beginning of the twentieth 
century; before the outbreak of the war financial investments 
had already received government aid in China and Latin Amer- 
ica; with the outbreak of the World War, the United States 
began to play the dominant financial role in the world. A sign 
of the new times was the Pan-American Financial Conference 
called in Washington on May 24, 191 5, attended by the finance 
ministers and leading bankers of the United States and twenty 
Latin-American countries. Just as the Pan-American con- 
ference inaugurated by Blaine represented the interests of 
American manufacture and commerce, so the new conferences 
represented the interests of those bankers who were ready to in- 
vest in foreign loans, the building of railways, canals, public 
utilities, and in developing mines and other natural resources.- 
The purpose of the new type of conference was thus described 
by Secretary of the Treasury William Gibbs McAdoo in greet- 
ing the delegates : "The time is ripe for the establishment of 
closer financial relations betwen the people of the United States 
and the nations of Central and South America. In order that 

^ "Foreign Affairs," v. 2 ; "Supplement,'* p. xviii. 
2 Academy of Political Science, "Proceedings," p. 598. 
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these conferences may be productive of important and perma- 
nent results, the Secretary, interpreting what he believes to 
be the wish of the members of the Conference, has arranged 
to have a group of eminent financiers and leading business 
men of the United States meet with each of the delegations 
from the sister republics. In a sense, therefore, the Confer- 
ence will partake of the nature of a series of meetings be- 
tween the official delegates of the Republics . . . and the 
representatives of the Secretary of the Treasury." ^ In reality, 
the bankers were not the representatives of the Secretary of 
the Treasury ; it was the Secretary who was the representative 
of the bankers. 

A year later the trend of the new times was formulated by 
President Wilson in these words : "These are days of in- 
calculable change. . . . We must play a great part in the world 
whether we choose it or not. Do you know the significance of 
this single fact that within the last year or two we have . . . 
ceased to be a debtor nation and have become a creditor nation ; 
that we have more of the surplus gold of the world than we 
ever had before, and that our business hereafter is to be to lend 
and to help and to promote the great peaceful enterprises of 
the world ? We have got to finance the world in some impor- 
tant degree, and those who finance the world must understand 
it and rule it with their spirits and with their minds." ^ 

During and following the war the State Department worked 
in the closest co-operation with American finance to obtain con- 
cessions in foreign countries. An outstanding example is the 
Chinese Consortium loan of 1920, in reference to which the 
United States Government pledged itself to aid in every way 
possible and "to make prompt and vigorous representations, 
and to take every possible step to ensure the execution of equit- 
able contracts made in good faith by its citizens in foreign 
lands." ^ A feverish activity to obtain concessions for 
American oil interests has been carried on with equal ardour 

1 Pan American Financial Conference, *Troceedings," 1915, p. 73. 

2 Robinson and West, "Foreign Policy of Wilson,*' pp. 338-40. 
sSee Chapter III. 
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and persistence by the Wilson and Harding administrations. 
Oil had become one of the dominant factors in modern 
economic Hfe, and the governments of the great powers 
are struggHng for control of the world's oil supply. "The 
country which dominates by means of oil," one oil magnate has 
declared, "will command at the same time the commerce of the 
world. Armies, navies, money, even entire populations, will 
count as nothing against the lack of oil.'* A revolution has 
taken place in fuel, and petroleum has become one of the chief 
stakes of diplomacy. No sooner did it become known in 1920 
that Great Britain was to receive the mandate over Mesopo- 
tamia than the State Department began to pound on the gates 
demanding that Standard Oil be admitted to the oil fields of 
that region. The policy of the open door, which had been 
disregarded in keeping British oil interests out of Colombia in 
19 1 3* was invoked on behalf of American oil interests in 1920. 
The first note addressed by Ambassador John W. Davis to the 
British Foreign Office referred to "unfortunate impression 
in the minds of the American public, that the authorities of His 
Majesty's Government in the occupied region had given advan- 
tage to British oil interests which were not accorded to Ameri- 
can companies, and further that Great Britain had been pre- 
paring quietly for exclusive control of the oil resources in this 
region. . . . The United States Government believes that it is 
entitled to participate in any discussions relating to the status of 
such concessions, not only because of existing vested rights of 
American citizens, but also because the equitable treatment of 
such concessions is essential to the initiation and application of 
the general principles in which the United States Government 
is interested." ^ The vested interests of American citizens in 
the Near East referred to in Davis^s note were the Chester con- 
cession, including the Mosul section, and Standard Oil claims in 
Palestine. On behalf of the latter Washington continued to 
demand participation in the exploitation of the petroleum fields 
in and around Mosul for which the Turkish petroleum com- 

1 Great Britain; Foreign Off., "Miscellaneous," no. 10, (1921), p. 2. 
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pany, a British-French-Dutch syndicate, claimed to have a con- 
cession. 

"The fact cannot be ignored," Secretary of State Bainbridge 
Colby notified Great Britain, "that the reported resources of 
Mesopotamia have interested public opinion of the United 
States, Great Britain and other countries as a potential subject 
of economic strife. . . . Because of the shortage of petroleum, 
its constantly increasing commercial importance, and the con- 
tinuing necessity of replenishing the world's supply by drawing 
upon the latent resources of undeveloped regions, it is of the 
highest importance to apply to the petroleum industry the most 
enlightened principles recognized by nations as appropriate for 
the peaceful ordering of their economic relations." ^ 

Both the Wilson and Harding administrations repudiated the 
San Remo agreement which gave the Turkish Petroleum Com- 
pany a monopoly in Mesopotamia. As a result of the activities 
of the State Department, the Standard Oil Company obtained 
the right to explore its claims in Palestine.^ The "unofficial" 
American representative at the Lausanne conferences carried on 
the fight for the Open Door until the controversy was settled by 
allowing Standard Oil to enter the Turkish Petroleum combine.* 

The role of a business solicitor was frankly played by the 
State Department again in its attempts to obtain concessions for 
the Standard Oil Company in the Djambi oil fields of the Dutch 
East Indies. On April 19, 192 1, the American Minister at 
the Hague pointed out to the Dutch Government that "in the 
future ample supplies of petroleum have become indispensable 
to the life and property of my country as a whole, because of 
the fact that the United States is an industrial nation in which 
distance renders transportation difficult and agriculture depends 
largely on labor-saving devices using petroleum products. In 
these circumstances my Government finds no alternative than 
the adoption of the principle of equal opportunity, with the 
provision that no foreign capital may operate in American pub- 

1 Great Britain; Foreign Off., "Miscellaneous," no. 10, (1921), p. 9. 
^U. S. Congress, 68: 1 ; "Sen. Doc." 97, pp. 60-67. 
•Chapter III. 
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lie lands unless its Government accords similar or like privileges 
to American citizens." 

The American minister went on to threaten that "in the 
light of the future needs of the United States such very limited 
and purely defensive provisions . . . might become inadequate 
should the principle of equality of opportunity not be recognized 
in foreign countries."^ The American Government, the note 
stated, was "very greatly concerned when it becomes apparent 
that a monopoly of such far-reaching importance in the de- 
velopment of oil is about to be bestowed upon a company in 
which foreign capital other than American is so largely inter- 
ested." ^ However, the efforts of the State Department could 
not prevent the concession in the Djambi fields from going to 
a subsidiary of the Royal Dutch. ^ 

In its co-operation with American oil interests the State De- 
partment has fulfilled the advice of Edward L. Doheny, who 
told a Senate Committee that "the United States ought to hold 
for its industries and for its people . . . the oil lands that are 
owned and have been acquired by Americans anywhere in the 
world, and they should not be allowed to be confiscated by any 
Government, whether it be British, Mexican or any other. 
They ought to be maintained." * 

The intimate relations between the State Department and 
American investments in foreign countries led the Department 
on March 3, 1922, to urge investment bankers to consult it 
before floating loans, which might involve the United States in 
the affairs of another country. A statement issued by the De- 
partment declared: 

"At a conference held last summer between the President 
'(Harding), certain members of the Cabinet and a number of 
[American investment bankers, the interest of the Government in 
the public flotation of issues of foreign bonds in the American 
market was informally discussed, and the desire of the Govern- 

lU. S. Congress, 68:1; "Sen. Doc." 97, P- 70. 

2 Ibid., p. 70-1. 

3 Davenport and Cooke, *'The Oil Trusts,'' p. 108. 
4U, S. Congress, (^\2\ "Sen, Doc." v. 9, P- 254. 
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ment to be duly and adequately informed regarding such trans- 
actions before their consummation, so that it might express itself 
regarding them if that should be requested, or seem desirable was 
fully explained. Subsequently the President was informed by the 
bankers that they and their associates were in harmony with the 
Government's wishes and would act accordingly. . . . The flota- 
tion of foreign bond issues in the American market is assuming 
an increasing importance and on account of the bearing of such 
operations upon the proper conduct of affairs, it is hoped that 
American concerns that contemplate making foreign loans will 
inform the Department in due time of the essential facts and 
subsequent developments of importance. Responsible American 
bankers will be competent to determine what information they 
should furnish and when it should be supplied. . . . The Depart- 
ment believes that in view of the possible national interests in- 
volved it should have the opportunity of saying to the underwriters 
concerned, should it appear advisable to do so, that there is or 
there is not objection to any particular issue." ^ 

The United States has travelled a long distance since the days 
of isolation and no entangling alliances. In addition to the 
territory which this government controls is the steady penetration 
of American finance into the industrially undeveloped countries 
of Latin America and Asia, and even into the highly developed 
countries of Europe. The penetration proceeds through the 
export of capital. State Department support for these in- 
vestments expresses itself through the Monroe Doctrine in Latin 
America, the Open Door in Asia, and various forms of the 
Dawes plan in Europe. 

The Washington Arms Conference openly marked the emer- 
gence of the United States as a dominant Far Eastern Power. 
With Great Britain and Japan its biggest rivals in that section 
of the world, it was a great triumph for American finance and 
diplomacy to break up the Anglo- Japanese Alliance by the 
Four Power Treaty, and to substitute for the old race for 
spheres of influence an international financial trust in the form 
of the Chinese Consortium.^ 

1 "New York Times," Mar. 4, 1922, p. 2:8. 

2 See Chapter III. 
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Granting or withholding recognition of revolutionary govern- 
ments is another method by which American diplomacy seeks 
to exert pressure on behalf of American investors. For over a 
century it was the policy of the United States to recognize de 
facto governments. The policy was abandoned first in the 
Caribbean region when American interests became dominant. 
It has now been evoked in the case of Russia, and has been 
applied on several occasions as a form of pressure in Mexico. 
Control in this direction has also been exercised through 
shipping or withholding arms. Secretary Hughes frankly ad- 
mitted that America refused to adhere to the St. Germain con- 
vention relating to arms traffic because it ''would prevent this 
government from selling arms to our neighboring republics . . . 
however necessary that course might be to the maintenance of 
stability and peace in this hemisphere." ^ In the case of Huerta 
the United States withheld arms from the de facto government 
and shipped them to the revolutionists ; in the case of Obregon 
the process was reversed. At the Geneva traffic-in-arms con- 
ference of 1925, the United States reserved the right to ship 
arms to any government, whether recognized or not. 

The relations between Washington and American investors 
were indicated by Secretary Hughes when he declared that the 
United States Government has at times ''agreed to a measure of 
supervision in the maintenance of security for loans." The 
measure of supervision has been exercised by State Department 
agents, naval officers, and marines, who imposed treaties on the 
Caribbean republics giving Americans control over customs col- 
lection and government personnel, and forcing loans. Marines 
continue to rule Haiti, and in 1922 an American High Commis- 
sioner was appointed "charged with the duty of coordinating* 
and supervising the work of treaty officials" carrying out the 
provisions of the 1915 treaty. American troops left Santo 
Domingo in 1924 only after the native government had signed 
a treaty approving all the acts of the military occupation, and 
providing for the protection of loans made by American bankers 
in 19 18 and 1922.- American marines were withdrawn from 

1 Hughes, "Foreign Relations/' p. 57. 

2 Ibid., p. 64. See also Chapter V. 
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Nicaragua in 1925, but control was retained through an 
American-commanded constabulary. In all three republics cus- 
toms are collected by Americans. 

Since 1919 the State Department's activities as a business 
solicitor have included sending protests against the British 
protectorate over Persia, where the Sinclair oil interests are 
seeking a foothold ; against a monopoly of European oil 
interests in Mesopotamia, where the Standard Oil Company 
finally obtained a share; against the decision of the San 
Remo conference to partition most of the Ottoman Empire 
into spheres of influence among France, Italy and Great 
Britain, which affected the claims both of Standard Oil and 
of the Chester group; against Dutch discrimination in the 
Dutch East Indies, where Standard Oil was aflfected; against 
the attempts of France and Japan in Siberia and Manchuria and 
of Great Britain in the Caucasus and Northern Persia to ac- 
quire the interests of Russia in sections where the Morgan 
banking group has financial and railway interests through the 
Chinese Consortium and Standard Oil and Sinclair have oil 
interests ; against Great Britain and Australia for alleged viola- 
tion of the mandate terms agreed upon for the island of Nauru, 
and against Japan for similar violations of Pacific islands like 
Yap ; against cable and wireless monopolies in the Far East, 
on behalf of the Federal Telegraph Company; against France 
for attempting to set aside the Open Door doctrine in regard to 
Morocco; against the attempts of China and Soviet Russia to 
come to an agreement on the Chinese Eastern Railway, which 
American finance has sought to obtain since the days of E. H. 
Harriman, and against the attempts of Japan. to 'monopolize the 
Manchurian "sphere of influence*' in connection with the new 
Chinese Consortium in which the Morgan banks play the 
dominant role. 

A similar summary of Government co-operation with 
American finance in Latin America would show variations of 
the Monroe Doctrine ranging from mere warnings to armed 
intervention and the establishment of protectorates. It would 
include the determination of boundaries; the prevention of 
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filibustering inimical to American financial interests and the 
helping of filibustering advantageous to American financial in- 
terests; the administration of Americans of the customs house 
in Santo Domingo, Haiti, and Nicaragua; the annexation of 
Porto Rico and the purchase of the Virgin Islands ; the finan- 
cial annexation of Central America and Cuba, where protect- 
orates of one sort or another have been established; armed 
intervention to protect debt claims or banking interests or oil 
interests; the destruction of independent government in three 
republics; the fomenting of revolution in Panama, Honduras, 
and perhaps Mexico; the building of the Panama Canal; the 
option on a canal route in Nicaragua, and attempts to obtain 
a third Canal route ; interference with elections ; the refusal to 
recognize governments not subject to the control of American 
interests and the active support of governments backed by 
American interests; the acquisition of naval bases at Guan- 
tanamo, Samana Bay, the Corn Islands, Fonseca Bay, and St. 
Thomas; the establishment of native constabularies under 
American officers, similar to the British colonial system ; diplo- 
matic interference by an economic interpretation of the Monroe 
Doctrine, for the purpose of blocking Latin-American conces- 
sions to European investors ; the active soliciting of loan busi- 
ness for New York banking houses ; and the carrying on of a 
ceaseless campaign on behalf of the oil interests against the 
attempts of Mexico to nationalize its natural resources.^ 

1 Blakeslee, "Mexico and the Caribbean," pp. 186-7. 
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APPENDIX I 

TERRITORIAL EXPANSION OF THE UNITED STATES SINCE 1898 

Area in 
Name Date Relationship Square Population 

Miles 

Hawaii 1898 Annexed 6,45^ 250,000 

Cuba 1898 Virtual protectorate 44,150 2,900,000 

Porto Rico 1898 Annexed after war with 

Spain 3,600 1,250,000 

Philippine 1898 Annexed after war with 

Islands Spain 115,025 8,500,000 

Guam 1898 Annexed after war with 

Spain 210 14,500 

Tutuila 1899 Annexed by treaty with 

(Samoa) Great Britain and 

Germany ^^ 7,250 

Panama 1903 General supervision 32,400 450,000 

Santo 1907 Supervision of finances 18,500 95 5, 000 

Domingo 1916 Military administration 11,000 2,500,000 

Haiti 1915 Supervision of finances 49,500 746,000 

Nicaragua 191 3 Virtual protectorate 

19 1 6 Grant of canal rights 
and naval base to 
U. S. 
Virgin 
Islands 19 17 Ownership by purchase 132 26,000 



Totals 281,044 17^598,750^ 
1 Bowman, "The New World," p. 561. 
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MEMORANDUM RESPECTING MANCHURIA — FEBRUARY I, I902 

Department of State. 
Washington, February i, 1902. 

An agreement by which Qiina cedes to any corporation or com- 
pany the exclusive right and privilege of opening mines, establish- 
ing railroads, or in any other way industrially developing Man- 
churia, can but be viewed with the gravest concern by the 
Government of the United States. It constitutes a monopoly, which 
is a distinct breach of the stipulations of treaties concluded be- 
tween China and foreign powers, and thereby seriously affects the 
rights of American citizens; it restricts their rightful trade and 
exposes it to being discriminated against, interfered with, or other- 
wise jeopardized, and strongly tends toward permanently impairing 
the sovereign rights of China in this part of the Empire, and 
seriously interferes with her ability to meet her international obli- 
gations. Furthermore, such concession on the part of China will 
undoubtedly be followed by demands from other powers for similar 
and equal exclusive advantages in other parts of the Chinese Em- 
pire, and the inevitable result must be the complete wreck of the 
policy of absolute equality of treatment of all nations in regard to 
trade, navigation, and commerce within the confines of the Empire. 

On the other hand, the attainment by one power of such exclusive 
privileges for a commercial organization of its nationality conflicts 
with the assurances repeatedly conveyed to this Government by the 
Imperial Russian ministry of foreign affairs of the Imperial 
Government's intention to follow the policy of the open door in 
China, as advocated by the Government of the United States and 
accepted by all the treaty powers having commercial interests in 
that Empire. 

It is for these reasons that the Government of the United States, 
animated now, as in the past, with the sincerest desire of insuring 
to the whole world the benefits of full and fair intercourse between 
China and the nations on a footing of equal rights and advantages 
to all, submits the above to the earnest consideration of the Im- 
perial Governments of China and Russia, confident that they will 
give due weight to its importance and adopt such measures as will 
relieve the just and natural anxiety of the United States.^ 

lU. S. "Foreign Relations," 1902, pp. 275-6. 
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ROOT-TAKAHIRA AGREEMENT 

(Notes exchanged between the United States and Japan November 
30, 1908, declaring their policy in the Far East.) 

The Japanese Ambassador to the Secretary of State. 

Imperial Japanese Embassy 
Washington, November 30, 1908. 
Sir: The exchange of views between us, which has taken place 
at the several interviews which I have recently had the honor of 
holding with you, has shown that Japan and the United States 
holding important outlying insular possessions in the region of 
the Pacific Ocean, the Governments of the two countries are 
animated by a common aim, policy, and intention in that region. 

Believing that a frank avowal of that aim, policy, and intention 
would not only tend to strengthen the relations of friendship and 
good neighborhood, which have immemorially existed between 
Japan and the United States, but would materially contribute to the 
preservation of the general peace, the Imperial Government have 
authorized me to present to you an outline of their understanding 
of that common aim, policy and intention : 

1. It is the wish of the two Governments to encourage the free 
and peaceful development of their commerce on the Pacific Ocean. 

2. The policy of both Governments, uninfluenced by any aggres- 
sive tendencies, is directed to the maintenance of the existing 
status quo in the region above mentioned and to the defense of the 
principle of equal opportunity for commerce and industry in 
China. 

3. They are accordingly firmly resolved reciprocally to respect 
the territorial possessions belonging to each other in said region. 

4. They are also determined to preserve the common interest of 
all powers in China by supporting by all pacific means at their 
disposal the independence and integrity of China and the prin- 
ciple of equal opportunity for commerce and industry of all nations 
in that Empire. 

5. Should any event occur threatening the status quo as above 
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described or the principle of equal opportunity as above defined, 
it remains for the two Governments to communicate with each other 
in order to arrive at an understanding as to what measures they 
may consider it useful to take. 

If the foregoing outline accords with the view of the Govern- 
ment of the United States, I shall be gratified to receive your con- 
firmation. 

I take this opportunity to renew to your excellency the assurance 
of my highest consideration, 

(Signed) K. Takahira.^ 

lU. S. "Foreign Relations," 1908, pp. 510-11. 
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LANSING-ISHII AGREEMENT 

Hearings before the Com. on For. Rel, U. S. Senate, on the 
Treaty of Peace with Germany, signed at Versailles on June 28, 
1919, and submitted to the Senate on July 10, 1919, by the Presi- 
dent of the United States. 

Agreement effected by exchange of notes between the United 
States and Japan — mutual interest relating to the Republic of 
China — signed November 2, 191 7. 

(The Secretary of State to the Ambassador Extraordinary and 
Plenipotentiary of Japan on special mission.) 

Department of State 
Washington, November 2, 1917. 

Excellency: I have the honor to communicate herein my 
understanding of the agreement reached by us in our recent con- 
versations touching the questions of mutual interest to our Govern- 
ments relating to the Republic of China. 

In order to silence mischievous reports that have from time 
to time been circulated, it is believed by us that a public announce- 
ment once more of the desires and intentions shared by our two 
Governments with regard to China is advisable. 

The Governments of the United States and Japan recognize that 
territorial propinquity creates special relations between countries, 
and consequently the Government of the United States recognizes 
that Japan has special interests in China, particularly in the part 
to which her possessions are contiguous. 

The territorial sovereignty of China, nevertheless, remains un- 
impaired, and the Government of the United States has every 
confidence in the repeated assurances of the Imperial Japanese 
Government that while geographical position gives Japan such 
special interests they have no desire to discriminate against the 
trade of other nations or to disregard the commercial rights hereto- 
fore granted by China in treaties with other powers. 

The Governments of the United States and Japan deny that they 
have any purpose to infringe in any way the independence or 
territorial integrity of China, and they declare, furthermore, that 
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they always adhere to the principle of the so-called ''open door** 
or equal opportunity for commerce and industry in China. 

Moreover, they mutually declare that they are opposed to the 
acquisition by any government of any special rights or privileges 
that would affect the independence or territorial integrity of China, 
or that would deny to the subjects or citizens of any country the 
full enjoyment of equal opportunity in the commerce and industry 
of China. 

I shall be glad to have Your Excellency confirm this understand- 
ing of the agreement reached by us. 

Accept, Excellency, the renewed assurance of my highest con- 
sideration. 

(Signed) Robert Lansing. 
His Excellency Viscount Kikujiro Ishii, 

Ambassador Extraordinary and Plenipotentiary 
of Japan, on Special Mission.^ 

^U. S, Congress, 66 :i; "Sen. Doc.'' io6, p. 225. 
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TEXT OF THE CHINA CONSORTIUM AGREEMENT, 
OCTOBER 15, 1920. 

An agreement made the fifteenth day of October, 1920, between 

The Hongkong and Shanghai Banking Corporation, having its 
offices at 9 Gracechurch Street in the City of London (hereinafter 
called "the Hongkong Bank") of the first part 

The Banque de L'Indo Chine having its office at isbis Rue Laf- 
fitte Paris (hereinafter called *'the French Bank") of the second 
part and 

The Yokohama Specie Bank Limited having its office at Yoko- 
hama in Japan (hereinafter called "the Japanese Bank") of the 
third part and 

Messrs. J. P. Morgan & Co., Messrs. Kuhn Loeb & Co., The 
National City Bank of New York, Chase National Bank, New 
York, The Guaranty Trust Company of New York, Messrs. Lee, 
Higginson & Co. of Boston and the Continental and Commercial 
Trust and Savings Bank of Chicago (hereinafter called "the 
American Managers") acting as to the United Kingdom by Messrs. 
Morgan, Grenfell & Co., of 22. Old Broad Street in the City of 
London and as to France by Messrs. Morgan Harjes & Co. of 
Paris of the fourth part 

Whereas the Hongkong Bank the French Bank the Japanese Bank 
and the American Managers are acting for the purposes of this 
agreement as the representatives of the British, French, Japanese 
and American Groups respectively 

And Whereas the British, French, Japanese and American 
Groups were formed with the object of negotiating and carrying 
out Chinese loan business 

And Whereas their respective Governments have undertaken to 
give their complete support to their respective national groups the 
parties hereto in all operations undertaken pursuant to the agree- 
ment hereinafter contained and have further undertaken that in 
the event of competition in the obtaining of any specific loan con- 
tract the collective support of the diplomatic representatives in 
Peking of the four Governments will be assured to the parties 
hereto for the purpose of obtaining such contract, 

289 



290 DOLLAR DIPLOMACY 

And Whereas the said national groups are of the opinion that 
the interests of the Chinese people can in existing circumstances 
best be served by the cooperative action of the various banking 
groups representing the investment interests of their respective 
countries in procuring for the Chinese Government the capital 
necessary for a programme of economic reconstruction and im- 
proved communications 

And Whereas with these objects in view the respective national 
groups are prepared to participate on equal terms in such under- 
takings as may be calculated to assist China in the establishment 
of her great public utilities and to these ends to welcome the co- 
operation of Chinese capital 

Now It Is Hereby Agreed by and between the parties hereto as 
follows : 

1. Each Group reserves to itself the right of increasing or re- 
ducing the number of its own members but so that any member 
of a group dropping out shall remain bound by the restrictive 
provisions hereof and any member of a group coming in shall 
become subject to the restrictive provisions hereof and so that no 
group shall (without the consent of the others) be entitled to 
admit into its group a new number who is not of its nationality 
and domiciled in its market. The admission of any new group 
shall be determined by the parties hereto subject to the approval 
of their respective Governments. 

2. This Agreement relates to existing and future loan agreements 
which involve the issue for subscription by the public of loans 
to the Chinese Government or to Chinese Government Depart- 
ments or to Provinces of China or to companies or corporations 
owned or controlled by or on behalf of the Chinese Government 
or any Chinese Provincial Government or to any party if the 
transaction in question is guaranteed by the Chinese Government 
or Chinese Provincial Government but does not relate to agree- 
ments for loans to be floated in China. Existing agreements re- 
lating to industrial undertakings upon which it can be shown 
that substantial progress has been made may be omitted from the 
scope of this Agreement. 

3. The existing Agreements and any future loan agreements to 
which this Agreement relates and any business arising out of 
such agreements respectively shall be dealt with by the said groups 
in accordance with the provisions of this Agreement. 

4. This Agreement is made on the principle of complete equality 
in every respect between the parties hereto and each of the parties 
hereto shall take an equal share in all operations and sign all 
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contracts and shall bear an equal share of all charges in connection 
with any business (except stamp duties and any charges of and 
in connection with the realization by the parties hereto in their 
respective markets of their shares in the operations) and the parties 
hereto shall conclude all contracts with equal rights and obliga- 
tions as between themselves and each party shall have the same 
rights, privileges, prerogatives, advantages, responsibilities and ob- 
ligations of every sort and kind. Accordingly preliminary advances 
on account of or in connection with business to which this Agree- 
ment relates shall be borne by each of the parties hereto in equal 
shares and each of the parties hereto shall be entitled to participate 
equally in the existing Agreements and will offer to the other 
parties hereto an equal participation with itself in any future loan 
business falling within the scope of this Agreement. Should one 
or more of the parties hereto decline a participation in the existing 
Agreements or any of them or in any such future loan business 
as aforesaid the party or parties accepting a participation therein 
shall be free to undertake the same but shall issue on its or their 
markets only. 

5. All Contracts shall so far as possible be made so as not to 
impose joint liability on the parties hereto but each of the parties 
hereto shall severally liquidate its own engagements or liabilities. 
The parties hereto will so far as possible come to an understanding 
with regard to the realization of the operations but so that such 
realization in whatever manner this may take place shall be for 
the separate benefit of each of the parties hereto as regards their 
respective participations therein and so that each of the parties 
hereto shall be entitled to realize its participation in the operations 
only in its own market it being understood that the issues in the 
respective markets are to be made at substantial parity. 

6. Any one or more of the parties hereto who shall have ac- 
cepted its or their participation in any business hereunder shall 
be entitled by notice in writing to call upon the other or others 
of the parties hereto who propose to issue their own respective 
participations to issue for the account of the party or parties 
giving such notice or notices either all or one-half of the amount 
which may constitute the participation of the party or parties 
giving such notice or notices and the party or parties so called 
upon shall issue the said amount or amounts (hereinafter called 
"the Residuary Participation") specified in such notice or notices 
upon and subject to the terms and conditions following, viz : 

( I ) Such notice or notices must be received by the other or 
others of the parties hereto before the execution of the final 
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Agreement for the issue of the loan or (in the case of an 
issue of a part only of the loan) of so much thereof as the 
parties hereto may from time to time agree to issue. 

(2) The party or parties to whom such notice or notices shall 
have been given shall be entitled to decide among themselves 
and without reference to the party or parties giving such 
notice or notices as to which one or more of them shall issue 
the Residuary Participation but in default of any such 
decision they shall issue the same equally between them. 

(3) In issuing the Residuary Participation no distinction shall 
be made between the Residuary Participation and the 
amount or amounts issued on its or their own account by 
the party or parties issuing the Residuary Participation 
which shall in all respects be subject to the conditions of 
the respective Syndicates which may be formed for the 
purpose of effecting the issue. 

(4) Each of the parties issuing the Residuary Participation shall 
be entitled to decide for itself and without reference to the 
party or parties giving such notice or notices as to what 
expenses shall be incurred in relation to the issue of the 
total amount issued by such party. 

(5) The party or parties issuing the Residuary Participation 
shall be entitled between them to charge the party or parties 
giving such notice or notices with a commission of not ex- 
ceeding ij/^ per cent on the nominal amount of the Resid- 
uary Participation and also with a pro rata share of the 
total expenses which the issuing party or parties may in 
their sole discretion incur in relation to the whole issue 
and being in the proportion which the Residuary Participa- 
tion bears to the total nominal amount of the issue. 

(6) The party or parties issuing the Residuary Participation 
shall not by virtue of this Agreement incur any responsi- 
bility to subscribe for the Residuary Participation or to 
cause the same to be subscribed. 

(7) Each party issuing the Residuary Participation shall apply 
all subscriptions received by it pro rata between the Resid- 
uary Participation issued by it and the amount issued by 
such party on its own account. 

(8) Each of the parties issuing the Residuary Participation will 
apply for and use its best endeavors to obtain a quotation 
on its market for the total amount issued by it. 

(9) No issue of the Residuary Participation or any part thereof 
shall be made by the party or parties giving such notice or 
notices unless mutually agreed by the parties hereto. 
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7. No participation shall be given by any one of the parties 
hereto outside its own market. Any participation given in its own 
market by any one of the parties hereto shall be for its own ac- 
count only or in the event of the issue including any of the 
Residuary Participation for the accounts pro rata of the issuing 
Bank and the party or parties giving such notice or notices as 
aforesaid and in giving any such participation the party giving 
the same shall use its best endeavors to secure that no part of such 
participation shall be transferred to parties outside the market of 
the party giving the same. Any other participation shall be given 
only with the consent of all parties hereto and shall be borne in 
equal shares by the parties hereto. 

8. This Agreement shall remain in force for the period of five 
years from the date hereof provided nevertheless that a majority 
of the parties hereto may by twelve months' previous notice in 
writing addressed to the other parties hereto terminate this Agree- 
ment at any time. 

In Witness whereof the duly authorized representatives of the 
respective parties hereto have set their hands the day and year 
first above written.^ 

1 Carnegie Endowment for International Peace, *The Consortium," 
p. ej. 
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NINE POWER TREATY OF I922 

A Treaty between all Nine Powers relating to Principles and 
Policies to be followed in Matters concerning China. 

The United States of America, Belgium, the British Empire, 
China, France, Italy, Japan, the Netherlands and Portugal: 

Desiring to adopt a policy designed to stabilize conditions in the 
Far East, to safeguard the rights and interests of China, and to 
promote intercourse between China and the other Powers upon the 
basis of equality of opportunity ; 

Have resolved to conclude a treaty for that purpose and to that 
end have appointed as their respective Plenipotentiaries : 

Who, having communicated to each other their full powers, 
found to be in good and due form, have agreed as follows: 

Article I 

The Contracting Powers, other than China, agree: 
(i) To respect the sovereignty, the independence, and the ter- 
ritorial and administrative integrity of China; 

(2) To provide the fullest and most unembarrassed opportunity 
to China to develop and maintain for herself an effective and 
stable government; 

(3) To use their influence for the purpose of effectually estab- 
lishing and maintaining the principle of equal opportunity for the 
commerce and industry of all nations throughout the territory of 
China; 

(4) To refrain from taking advantage of conditions in China 
in order to seek special rights or privileges which would abridge 
the rights of subjects or citizens of friendly States, and from 
countenancing action inimical to the security of such States. 

Article II 

The Contracting Powers agree not to enter into any treaty, agree- 
ment, arrangement, or understanding, either with one another, or, 
individually or collectively, with any Power or Powers, which would 
infringe or impair the principles stated in Article I. 
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Article III 

With a view to applying more effectually the principles of the 
Open Door or equality of opportunity in China for the trade and 
industry of all nations, the Contracting Powers, other than China, 
agree that they will not seek, nor support their respective nationals 
in seeking 

(a) any arrangement which might purport to establish in favor 
of their interests any general superiority of rights with respect to 
commercial or economic development in any designated region of 
China ; 

(b) any such monopoly or preference as would deprive the na- 
tionals of any other Power of the right of undertaking any legiti- 
mate trade or industry in China, or of participating with the 
Chinese Government, or with any local authority, in any category 
of public enterprise, or which by reason of its scope, duration or 
geographical extent is calculated to frustrate the practical applica- 
tion of the principle of equal opportunity. 

It is understood that the foregoing stipulations of this Article 
are not to be so construed as to prohibit the acquisition of such 
properties or rights as may be necessary to the conduct of a particu- 
lar commercial, industrial, or financial undertaking or to the en- 
couragement of invention and research. 

China undertakes to be guided by the principles stated in the 
foregoing stipulations of this Article in dealing with applications 
for economic rights and privileges from Governments and nationals 
of all foreign countries, whether parties to the present Treaty or 
not. 

Article IV 

The Contracting Powers agree not to support any agreements 
by their respective nationals with each other designed to create 
Spheres of Influence or to provide for the enjoyment of mutually 
exclusive opportunities in designated parts of Chinese territory. 

Article V 

China agrees that, throughout the whole of the railways in 
China, she will not exercise or permit unfair discrimination of any 
kind. In particular there shall be no discrimination whatever, 
direct or indirect, in respect of charges or of facilities on the 
ground of the nationality of passengers of the countries from 
which or to which they are proceeding, or the origin or ownership 
of goods or the country from which or to which they are con- 
signed, or the nationality or ownership of the ship or other means 
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of conveying such passengers or goods before or after their trans- 
port on the Chinese railways. 

The Contracting Powers, other than China, assume a corre- 
sponding obligation in respect of any of the aforesaid railways 
over which they or their nationals are in a position to exercise any 
control in virtue of any concession, special agreement or otherwise. 

Article VI 

The Contracting Powers, other than China, agree fully to re- 
spect China's rights as a neutral in time of war to which China 
is not a party; and China declares that when she is a neutral she 
will observe the obligations of neutrality. 

Article VII 

The Contracting Powers agree that, whenever a situation arises 
which in the opinion of any one of them involves the application 
of the stipulations of the present Treaty, and renders desirable 
discussion of such application, there shall be full and frank com- 
munication between the Contracting Powers concerned. 

Article VIII 

Powers not signatory to the present Treaty, which have Govern- 
ments recognized by the Signatory Powers and which have treaty 
relations with China, shall be invited to adhere to the present 
Treaty. To this end the Government of the United States will 
make the necessary communications to nonsignatory Powers and 
will inform the Contracting Powers of the replies received. Ad- 
herence by any Power shall become effective on receipt of notice 
thereof by the Government of the United States. 

Article IX 

The present Treaty shall be ratified by the Contracting Powers 
in accordance with their respective constitutional methods and shall 
take effect on the date of the deposit of all the ratifications, which 
shall take place at Washington as soon as possible. The Govern- 
ment of the United States will transmit to the other Contracting 
Powers a certified copy of the proces-verbal of the deposit of 
ratifications. 

The present Treaty, of which the French and English texts 
are both authentic, shall remain deposited in the archives of the 
Government of the United States, and duly certified copies thereof 
shall be transmitted by that Government to the other Contracting 
Powers. 
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In faith whereof the above-named Plenipotentiaries have signed 
the present Treaty. 

Done at the City of Washington the Sixth day of February One 
Thousand Nine Hundred and Twenty-Two.^ 

^U. S. Congress, 67:2; "Sen. Doc." 126, pp. 893-7. 
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MEXICAN OIL CONCESSION 

A Diaz Concession-Contract with the Huasteca 
Petroleum Co. — Doheny Group. 

Secretary of Fomento, Colonization and Industry of the Repub- 
lic of Mexico. Second Section. — The President of the Republic 
has been pleased to direct to me the decree which follows : 
'Torfirio Diaz, Constitutional President of the United States of 
Mexico, to its people, know ye: That the Congress of the Union 
has held it well to decree the following: 

The Congress of the United States of Mexico decrees: Sole 
Article. — The contract is approved which was executed on the 226. 
day of May, 1908, between the Attorney, Olegario Molina, Secre- 
tary of State of the Department of Fomento, Colonization and 
Industry, representing the Executive of the Union, and Mr. Harold 
Walker, representing the Company called the Huasteca Petroleum 
Company, for the exploration and exploitation of the deposits of 
petroleum or gaseous carburets of hydrogen existing in the lands 
held in the name of the same Company, located in the five northern 
cantons of the State of Vera Cruz, and in the districts or counties 
immediately adjacent to the States of Tamaulipas and of San Luis 
Potosi. — (Signed, Fernando Vega, Deputy President; Luis G. 
Curiel, Senator; Vice-President, Daniel Garcia, Deputy Secretary; 
Carlos Flores, Senator Secretary. 

Therefore I command that it be printed, published, circulated and 
that the law be fulfilled. 

Given in the Palace of the Executive Power of the Union, in 
Mexico, on the fourth of June, 1908. — Porfirio Diaz. 

To the Attorney Olegario Molina, Secretary of State of the 
Department of Fomento, Colonization and Industry. And I com- 
municate it to you for your consideration and suitable action. 
— Mexico, June 4th, 1908. — O. Molina. 

The contract to which the preceding decree refers is as follows: 
Bearing stamps to the value of 2520 pesos, duly cancelled. 

Contract 

Executed between the attorney Olegario Molina, Secretary of 
State of the Department of Fomento, Colonization and Indus- 

298 
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try, representing the Executive of the Union, and Mr. Harold 
Walker, representing the Company called "Huasteca Petro- 
leum Company,'' for the exploration and exploitation of the 
deposits of petroleum and gaseous carburets of hydrogen and 
their derivatives existing in the lands which the same Com- 
pany owns in the five northern cantons in the State of Vera 
Cruz, and in the districts or counties immediately adjacent to 
the States of Tamaulipas and San Luis Potosi. 
Article I. — The Company called Huasteca Petroleum Company 
is authorized to undertake exploitations of the surface and of the 
subsoil which belong to it and in those in which it is able to carry 
on such works by proper legal title, with the object of discovering 
springs or deposits of petroleum or mineral asphalt, of carburets 
or hydro-carburets of hydrogen, of natural combustible gas and 
their derivatives. The authorization to which this article refers 
deals exclusively with the lands located in the five cantons most 
northerly of the State of Vera Cruz and of the districts or counties 
immediately adjacent to the States of TamauHpas and San Luis 
Potosi. 

Art. 2. — The concessionaire company shall exploit freely the 
springs and deposits to which the previous article refers, and shall 
dispose of the products of the same either in their natural state or 
manufactured or changed in nature; but it shall be obliged to 
invest in the works of exploration or exploitation a minimum sum 
of 506,000 pesos within the period of five years reckoned from the 
promulgation of the present contract. The Company shall be 
obliged to give evidence before the Secretary of Fomento, and to 
his satisfaction, that the investment mentioned has been made. 
Art. 3. — The concessionaire Company is authorized to establish 
pipe lines, above or below ground, to conduct where it pleases 
petroleum or mineral asphalt and the combustible gases, natural 
or manufactured, and to connect the producing wells with the in- 
stallations. 

Art. 4. — Within the term of two years, reckoned from the date 
of the promulgation of this contract, the concessionaire Company 
shall begin the necessary surveys to lay a pipeline for carrying 
petroleum, asphalt or combustible gases from the points of pro- 
duction of the concessionaire company to a convenient place in the 
Central Pleateau. The concessionaire company shall give notice 
to the Secretary of Fomento fifteen days in advance of the day 
and the place in which they begin the surveys of the land. 

Art. 5. — Within the term of one year, reckoned from the date 
in which they have begun the surveys to which the previous article 
refers, the concessionaire Company shall present to the Secretary 
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of Fomento, the plans and profiles of the work, in duplicate, and 
drawn to a decimal metrical scale, accompanied by a descriptive 
memorandum. If the Secretary of Fomento approves of said 
plans, he shall return one copy of the same to the concessionaire 
Company with a corresponding notification, but if in the judg- 
ment of the Secretary the plans ought to be modified, he shall 
come to an agreement by a conference with the engineer of the 
concessionaire Company. 

Art. 6. — Within the term of six months, reckoned from the date 
of the approval of the plans, the concessionaire Company shall be 
obliged to begin works of construction of the pipeline to the 
Central Plateau, being under obligation to construct 20 kilometers 
at least during the fiirst year, and 50 kilometers in each of the 
subsequent years. 

Art. 7. — For the installation of the pipeline to which the pre- 
ceding articles refer, there is granted to the Company a right-of- 
way of a width of 20 meters as a maximum, this being determined 
in each instance by the Secretary of Fomento. In view of the 
circumstances, the Secretary shall be empowered to authorize the 
occupation of a greater extent of ground, when necessity occurs, 
for establishing depots, gasometers, stations, pump plants and other 
accessories for the service of the pipline. 

Art. 8. — The Company shall be empowered to construct in such 
time and place as is convenient to it, other lines parallel to that 
mentioned in the previous article, always provided that those lines 
are laid within the right-of-way of 20 meters set down in the same 
article. Moreover the same Company shall be empowered to es- 
tablish other pipelines parallel to those which are indicated above, 
outside the right-of-way of 20 meters, but in this case, they shall 
be installed at a minimum distance of 100 kilometers from each 
other. In every instance, the plans relating to these, shall be 
submitted for the approval of the Secretary of Fomento. 

Art. 9. — The concessionaire Company is obliged to construct 
such ways and bridges as the traffic, whether general or elsewhere, 
requires, whenever this traffic is in any manner disturbed by the 
course of the pipeline. For this reason, the concessionaire Com- 
pany shall be obliged to present plans of the said ways and bridges 
for the approval of the Secretary of Communications and Public 
Works, or of the local competent authority. 

Art. 10. — For the establishment and conservation of the pipeline 
to the Central Plateau, the concessionaire Company shall have the 
right of establishing ways or roads which are necessary, and of 
constructing and operating a light railroad line confined exclu- 
sively to the proper necessities of the enterprise. 
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Art II. — During the period of the execution of the works re- 
ferred to in Article 6, the Secretary of Fomento shall have the 
right to order inspections of them whenever he considers it advan- 
tageous, for which purpose, from the beginning of the work until 
the completion of the line, the concessionaire Company shall de- 
posit each month in the Treasury General of the Republic, the sum 
of 300 pesos on account of the expenses of inspection. 

Art. 12. — Every time that the concessionaire Company, in con- 
formity with this contract, desires to modify its systems of pipe- 
lines, or to extend them, it shall have the right to do it by previous 
authorization of the Secretary of Fomento and his subsequent 
approval of the respective plans. 

Art. 13. — For the execution of the works and the establishment 
of the services to which Articles 3, 4, 6, 7, 8, 10 and 12 of the 
present contract refer, the concessionaire Company shall have 
the right to occupy national lands, paying for them the price 
which the respective tariff has fixed for alienation of unoccupied 
lands according to the terms in force at the time for the transfer. 
The same Company is authorized to expropriate for the purposes 
indicated lands owned by individuals, observing for this purpose 
the following regulations: 

A. — The concessionaire Company shall present to the Secretary 
of Fomento a plan of works with which the lands are to be oc- 
cupied whose expropriation is desired, accompanied by all the 
necessary data to show the necessity of said works. 

B. — The Secretary being informed by the Inspector what is in- 
tended, and taking account of the data which he has the right to 
demand from the authorities, from the concessionaire Company 
and from the proprietors of the lands which it is desired to ex- 
propriate, shall base his decision upon his approval of the plans 
presented. 

C. — If the decision of the Secretary should be in the sense that 
he does not approve of the plans, he shall make to the conces- 
sionaire Company suggestions to the end that the plans may be 
duly modified, if that should be possible, and in view of the reply 
of the concessionaire Company, the Secretary shall determine 
definitely upon the propriety or impropriety of the expropriation. 

D. — If the plans are approved, with or without modification, it 
shall be considered that for this case alone the expropriation of the 
lands described in the plan or plans approved is declared and es- 
tablished. 

E. — With these plans and the final verdict of approval, the con- 
cessionaire Company shall apply to the District Judge within whose 
jurisdiction the lands are which are being expropriated. The con- 
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cessionaire Company in the legal capacity which, according to the 
Code of Federal Procedure, is granted to the expropriation author- 
ity, and to the Public Minister on his part, shall proceed to arrange 
the procedure proper for expropriation in accordance with what is 
laid down in said code. 

F. — If the owner of the property to be expropriated is absent, 
or ignorant of the proceedings, he shall receive notification in the 
manner provided in Article 194 of the Code of Procedure already 
cited. If he does not present himself, the judgment shall proceed 
nevertheless and the amount of the indemnification determined upon 
shall be deposited in accordance with the decision of the court. 

G. — If the owner of the land is unknown or doubtful for what- 
ever cause, the judgment shall proceed with the person or persons 
who present themselves in opposition, and the amount of indemnifi- 
cation shall be deposited in the same manner as is set down in the 
other case, the deposit shall be paid over for him who shall later 
show right to it. 

H. — For the initiation of this kind of suit it shall not be neces- 
sary that the concessionaire Company previously attempt to reach 
an agreement with the owner or owners of the land to be expro- 
priated. 

Art. 14. — The concessionaire Company shall enjoy, for a term 
of ten years reckoned from the promulgation of the present con- 
tract, the following exemptions : 

I. — The capital invested in the enterprise to which this contract 
refers, as well as the products which the Company obtains or man- 
ufactures, so long as they do not pass into the ownership of a 
third person, shall be exempt from every Federal tax with the ex- 
ception of those which are paid in tfhe form of stamps. 

2. — The concessionaire Company shall have the right to export, 
free of all dues and charges, the natural products, crude, refined, 
or manufactured, which are obtained from the exploitations to 
which the present contract refers. 

3. — The same Company shall be permitted to import, free of 
taxes, the machinery and accessories for boring wells, for pro- 
ducing, refining, or manufacturing every kind of products which 
have petroleum as a base, natural combustible gas, carburets or 
hydro-carburets of hydrogen or their derivatives, the necessary 
pipes for these industries and for the lines of communication with 
the Central Plateau, as well as the accessories for one and all; 
pumps and their accessories; tanks and barrels of iron, steel or 
wood ; gasometers ; materials for buildings intended for the exploi- 
tation, and the fixed material and rolling stock for the light rail- 
road of the enterprise. 
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Art. 15. — For the enjoyment of the exemptions which are men- 
tioned in the third paragraph of the previous article, the conces- 
sionaire Company shall present in every case to the Secretary of 
Fomento, complete detailed lists of the materials which it is pro- 
posed to import, specifying the number, quantity and quality of 
said materials, and accompanying them with drawings and ex- 
planatory notes. The Secretary of Fomento shall reach his de- 
cision in the premises in the understanding that the concessionaire 
Company shall subject itself in making its importations to the 
dispositions and regulations which the Secretary of Hacienda shall 
lay down. 

Art. 16. — The materials imported for the aid of the concession 
which is the object of this contract, may not be sold by the Com- 
pany without a previous authorization by the Secretary of 
Hacienda, and the failure by the Company to observe this re- 
quirement shall incur condemnation for the crime of smuggling and 
shall subject it to the penalties which the laws prescribe. 

Art. 17.-— The concessionaire shall guarantee the fulfilment of 
its obligations by a deposit of 20,000 pesos in bonds of the Public 
National Debt. This deposit shall be made in the National Bank 
of Mexico within eight days following the date of the promulga- 
tion of this contract, and while the deposit remains the Company 
shall have the right of disposing of the matured coupons attached 
to the bonds. 

Art. 18. — The deposit to which the previous article refers shall 
be forfeited by the concessionaire Company in case the present 
concession is declared forfeit. For the return of the same de- 
posit, the following rules shall be observed : 

I. —On the proof by the Company that it has invested the sum 
of 500,000 pesos in the period stated in the second article, there 
shall be returned 50% of the said deposit. 

2. — The remaining 50% shall be returned when the Secretary of 
Fomento declares that the Company has fulfilled all the stipula- 
tions of this contract. 

Art. 19. — If the Company shall not complete the construction 
of the pipeline to the Central Plateau in the period stipulated, it 
shall lose 50% of the deposit and the authorization which is granted 
under this contract to construct the said pipeline shall expire. 

Art. 20. — The obligations which the concessionaire Company 
undertakes in respect to the terms fixed in this contract, shall be 
suspended in case of accident or of force majeur which prevents 
the fulfilment of such obligations. The suspension shall endure 
for the time that the interruption lasts and two months longer, the 
concessionaire Company being obliged, however, to give notice to 
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the Secretary of Fomento when the occasion for suspension occurs. 

Art. 21. — The concessionaire Company shall maintain always in 
this capital a representative duly authorized, to treat with the 
Government upon all the matters dealt with in the present con- 
cession. 

Art. 22, — The concessionaire Company shall have the right to 
transfer, in whole or in part, the concessions granted in the pres- 
ent contract, to one or more companies organized in conformity 
with the laws of the Mexican Republic, but in every instance the 
previous approval of the Secretary of Fomento will be required 
in order to effectuate any such transfer. In no case shall transfer 
be made to a foreign government or State, nor shall they or their 
agents be admitted as associates, and any such transfer, stipulation 
or agreement to this effect shall be null and void. 

Art. 23. — The concessionaire Company shall be considered as 
Mexican, being subject, both as to the Company itself and as to 
the foreigners who have part in its business in the character of 
stockholders, employes, or in whatever other character, to the laws 
and courts of the Republic. Never can it allege in respect of the 
property and business of the enterprise any right of extra- 
territoriality, under whatever pretext, and it shall have solely the 
right and means of making them valid which the laws of the 
Republic concede to Mexicans. It shall consequently not be able 
to make any appeal under the said business to foreign diplomatic 
agents. 

Art. 24. — This contract shall be forfeit by failure to deposit the 
guarantee within the time fixed in the 17th Article and shall be 
made void by any of the following reasons : 

I. — By failure to invest the sum of 500,000 pesos in accordance 
with the second article. 

2. — By selling or hypothecating any or all of the concessions 
granted by the present contract in violation of the stipulation of 
Article 22. 

3. — By employing the railroad which is constructed in accord- 
ance with Article 10 for uses different from those which the said 
article authorizes. 

4. — By transferring this contract or hypothecating any of its 
concessions to any foreign government or State or agent for the 
same. 

Art. 25. — If the forfeit is declared, for any of the reasons given 
in paragraphs i, 2 and 3, the Company shall lose the deposit as 
well as the concessions and franchises which this contract grants. 
If the forfeit is declared for the reasons which are given in the 
4th paragraph, the Company shall incur a total loss of its rights, 
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goods, and properties of whatever kind referred to in this con- 
tract The forfeit shall be declared administratively by the 
Secretary of Fomento, but before making such declaration of 
forfeit there shall be granted to the concessionaire Company a 
reasonable period for setting forth its defense. 

Art. 26, — This contract shall last ten years, reckoned from its 
promulgation. When the said term is completed the Company 
shall have the right to continue the exploitation of its installations 
and other properties in conformity with the general law of the 
Republic. 

Art. 2^, — This contract shall be submitted for the approval 
of the Congress of the Nation. 

Art. 28. — The stamps of this contract shall be paid for by the 
concessionaire Company. 

Done in the city of Mexico, on the 226. day of the month of 
May, 1908. 

O. Molina. 
Harold Walker. 
(Rubricas.) 

A true copy. — Mexico, June 4, 1908. — The Sub-Secretary, A. 
Aldasoro.^ 

1 "Mexican Review," v. Ill, p. 32 ff. 
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CONCESSION TO THE SONORA PETROLEUM CO. 
A MODERN MEXICAN OIL CONCESSION 



Mexican Department of Industry, Commerce, and Labor 
Petroleum Section 

Concession granted by the Executive of the Union, represented 
by C. Leon Salinas, Secretary of Industry, Commerce and 
Labor, to the Petroleum Company of Sonora, Incorporated, 
for the exploration for petroleum in the zones specified in the 
first clause of this concession, and for the exploitation of de- 
posits of petroleum or hydro-carbons that are discovered in 
the zones referred to in the secgnd clause of the same. 
First — The Petroleum Company of Sonora, Incorporated, here- 
inafter called the concessionaire, is authorized, without prejudice 
to a third who may have a better right, to carry out, for a period 
of four years from the date of this permission, labors of surface 
exploration for petroleum on the subsoil of lakes, lagoons, gulfs, 
national territories which may be unoccupied or those whose title 
of property leaves the subsoil rights to the Federal Government; 
as well as on the beaches, maritime zone, and federal zones, 
margins and beds of rivers, streams, marshes and bays of federal 
jurisdiction: within the Districts of Hermosillo, Guaymas, Alamos, 
and Altar, of the State of Sonora, with the exception of a square, 
sixty kilometres on each side, which is in the centre of one of 
them, the place called Point Tepoca on the shore of the District 
of Altar, situated with two sides parallel to the general coast line. 
Second — At the end of the first two years of the period men- 
tioned in the preceding clause, the Concessionaire shall be obliged 
to withdraw from the Districts of Hermosillo and Guaymas, re- 
serving the parcels of land that it may have decided to exploit; 
at the end of the third year, it shall have to withdraw from the 
District of Alamos; and at the end of the fourth year it shall have 
to withdraw from the District of Altar. 

At the close of each period of time of the three mentioned, the 
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Concessionaire must have presented to the Department of Industry, 
Commerce, and Labor, a statement in which shall appear all the 
allotments which the same Concessionaire wishes to reserve for 
exploitation, with their respective locations. 

Third— The Concessionaire is authorized to elect, within each 
of the periods of time marked in the preceding clause, the precise 
places in which it proposes to drill wells, and in that case shall 
have the right, which is conceded it, for each place designated, 
to an area in the form of a square of two thousand hectares and 
whose centre is precisely the place designated for the well. 

If any or part of the allotments of two thousand hectares should 
be on private property, the Concessionaire shall have the right to 
denounce the part of the private property which may be necessary, 
respecting the preferences established by the Petroleum Law. 

Fourth — Once the allotments of two thousand hectares which 
it intends to reserve are chosen by the Concessionaire, and their 
location approved by the Secretary of Industry, Commerce, and 
Labor, the Concessionaire may drill within each allotment the 
number of wells which it believes proper after the corresponding 
authorization has been requested for each well, of the Secretary 
of Industry, Commerce, and Labor. 

Fifth — For a period of twenty years from the date of this con- 
cession the Concessionaire shall have the right to carry out all 
kinds of petroleum exploitation in the places selected in con- 
formance with the preceding clause. 

Sixth — The Concessionaire is obliged to begin the labor of 
drilling at the latest within the fifth year of the life of this con- 
cession. 

Seventh — At the expiration of the term referred to in the 
preceding clause and the labor once begun, the Concessionaire 
shall be obliged to drill one productive well each year at the least, 
or to drill one thousand metres. 

Eighth — The Concessionaire is obliged to pay the Federal 
Government, as its share, ten per cent of the gross production of 
petroleum of each one of its wells, and as long as petroleum is 
found in any of the wells drilled in each allotment, the Company 
shall pay the Federal Government five dollars annually per hectare. 

The payment of this share shall be made in specie or metal, as 
may suit the Government, the Concessionaire holding itself sub- 
ject to what the corresponding laws and regulations dispose in this 
matter. 

Ninth — At the end of the period of twenty years referred to 
in the Fifth Clause, a new concession may be granted on condi- 
tions dictated by the Executive, and in this case the present Con^ 
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cessionaire or its successor shall enjoy the right of preference 
provided it has fulfilled in a satisfactory manner the obligations 
imposed on it by this Concession. 

Tenth — If the new concession should not be granted to the 
present Concessionaire or its successor, it may, the one or the 
other, as may be the case, take away its installations, leaving to the 
Federal Government the wells in the process of being drilled as 
well as the productive ones in a condition of perfect and immedi- 
ate utilization. 

Eleventh — The Concessionaire shall guarantee the fulfillment 
of the stipulations of this concession with a deposit of $5000, na- 
tional gold, which it shall deposit in the General National Treas- 
ury within fifteen days of the date of this concessjon; with the 
understanding that if such deposit is not made, this concession 
shall not go into effect. 

Twelfth — The periods indicated in this concession shall be 
suspended in case of accident or unforeseen circumstances which 
directly and positively impede the fulfillment of the stipulated obli- 
gations, the Secretary of Industry, Commerce, and Labor having 
the power in such cases, to prolong the periods by the time that 
may be considered necessary. 

In order that the Concessionaire may use this privilege it shall 
justify before said Secretary the accident or case of unforeseen 
circumstances that has impeded or which impedes the fulfillment 
of its obligations, presenting the respective proofs. The notifica- 
tion and the justification before the Secretary of the case of acci- 
dent or unforeseen circumstances must be made by the Conces- 
sionaire within one month of the date of such case. 

Thirteenth — The Concessionaire is obliged to carry out its 
labors of exploration and exploitation subject to all the conditions 
dictated by the Executive through the Department of Communica- 
tion and Public Works, Department of the Treasury and Public 
Credit, and the Departments of War and Marine, in respect to 
matters falling within their jurisdiction. 

Fourteenth — The Concessionaire agrees to invest in labors of 
exploration within a period of seven years from the date of this 
concession, the sum of one million dollars, national gold, this obli- 
gation taking effect as long as no petroleum is found, and the 
Secretary of Industry, Commerce, and Labor having the power to 
recognize, through whatever medium he deems opportune, said 
expenditure. 

Fifteenth — At the close of the two year period conceded for 
the Districts of Hermosillo and Guaymas, the Concessionaire may 
explore these same Districts withput any preference whatsoever 
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for three years more ; at the end of the three year period conceded 
for the District of Alamos, the Concessionaire may explore the 
same District without any preference whatsoever for two years 
more, and at the end of the four years conceded for the District 
of Altar, the Concessionaire may explore this last District without 
preference whatsoever for one year more. If, within any of these 
additional periods, the Concessionaire should find some free land 
suitable for its exploitation, that land shall be included in this 
same concession and shall be subject to all the stipulations indi- 
cated herein. 

Sixteenth — In case the labors of exploration, or subsequently, 
those of exploitation, should result in the discovery of a petroleum 
well with a total daily production of four thousand cubic metres 
at the minimum, for the period of one year, the Concessionaire 
shall be obliged to install a petroleum refinery wherever it may 
itself choose within the Mexican Territory. 

In matters appertaining to the installation of said refinery the 
Concessionaire shall send to the Department of Industry, Com- 
merce, and Labor, for its approval, plans for its situation, and all 
details, accompanied by the rest of the documents which the ap- 
plicable provisions require, said work being subject thereafter to 
all the provisions that rule such matters. 

Seventeenth — The Concessionaire shall have the right: 

A — To have rented to it under the same conditions as the gen- 
eral public, the part of the beaches and federal maritime zones 
which it needs to carry out the labors of exploration and exploita- 
tion to which this concession refers. 

B — To lay out pipe-lines which conduct petroleum from the 
wells to the nearest storing places. 

Eighteenth — The concessionaire shall also have the right of 
expropriation, in conformance with the dispositions of the corre- 
sponding laws. 

Nineteenth — In no case may the Concessionaire mortgage or 
in any way pledge this concession or any of the rights or privi- 
leges contained in it, to foreign corporations or governments, nor 
may it admit them as associates, any operation made in this sense 
being declared null and void. 

The Concessionaire may transfer this concession to an indi- 
vidual or corporation organized in conformance with the laws of 
Mexico, with previous notification to this Department, this obli- 
gation being permanent for all companies that in the future or in 
any manner acquire this concession. 

Twentieth— The Concessionaire is obliged to render annually 
to the Department of Industry, Commerce, and Labor, a report on 
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the production of the well or wells drilled, on the contracts that 
it enters into in relation to their production, as well as a general 
statement of the works executed during the past fiscal year, ex- 
penses of exploration and exploitation, general balance, statistics 
of production, and all the other data designated by said Depart- 
ment. This report should be rendered within two months of the 
close of the year to which it refers. Failure of fulfillment of this 
obligation shall be punished by a fine of one hundred to five hun- 
dred dollars, according to the gravity or frequency of the omis- 
sions, at the discretion of the same Department. 

Twenty-first — The Executive may declare administratively the 
forfeit of this concession for any of the following reasons : 

(a) Failure of the Concessionaire to submit to the dispositions 
of new laws or regulations on petroleum ; 

(b) Failure to begin the labors of drilling within the period 
indicated in the sixth clause; 

(c) Failure to make the payment referred to in the eighth clause 
for a period of one year ; 

(d) Failure to submit to the conditions imposed by the Depart- 
ments of Communication and Public Works, Treasury and Public 
Credit, and War and Marine for the execution of the work within 
the indicated period ; 

(e) Failure to make the expenditure stipulated in the fourteenth 
clause ; 

(f) Failure to comply with the nineteenth clause; 

(g) Establishment of proof that the Concessionaire, or its suc- 
cessors, is guilty of financial irregularity, in matters appertaining 
to the works of exploration and exploitation referred to in this 
concession. 

Twenty-second — In all cases of forfeiture, the Concessionaire 
shall lose the deposit of guarantee and the privileges that this con- 
cession grants, the productive wells and those in process of drilling 
passing to the ownership of the Federal Government. 

If the present concession should be transferred to any foreign 
corporation, state or government, or if one of these is admitted 
as associate, the Concessionaire shall lose, besides the guarantee 
and its privileges, all the property which it has and all installations 
it may have executed in relation with the executed labors. 

Before making the definitive declaration of the forfeiture of this 
concession, the Department of Industry, Commerce, and Labor 
shall indicate a period of sixty days in which the Concessionaire 
may present its defense. 

Twenty-third — This concession is granted with the under- 
standing that the Concessionaire shall hold itself subject to all that 
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new laws and regulations on petroleum may provide in regard 
to it. 

Twenty-fourth — The taxes (stamp) borne by this concession 
shall be for the account of the Concessionaire. 

Issued in duplicate, in the city of Mexico, on March twelfth, 
nineteen hundred and twenty. 
Leon Salinas, 

Secretary of Industry, Commerce, and Labor. 
Chester H. Wesgoll, 
for the Petroleum Company of Sonora, Inc. 
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THE DOMINICAN TREATY OF I907 



By the President of the United States of America, 
A PROCLAMATION. 

Whereas a convention between the United States of America and 
the Dominican Republic providing for the assistance of the United 
States in the collection and application of the customs revenues of 
the Dominican Republic, was concluded and signed by their re- 
spective Plenipotentiaries at the City of Santo Domingo, on the 
eighth day of February, one thousand nine hundred and seven, the 
original of which convention, being in the English and Spanish 
languages, is word for word as follows: 

Whereas during disturbed political conditions in the Dominican 
Republic debts and claims have been created, some by regular and 
some by revolutionary governments, many of doubtful validity in 
whole or in part, and amounting in all to over $30,000,000 nominal 
or face value; 

And Whereas the same conditions have prevented the peaceable 
and continuous collection and application of National revenues for 
payment of interest or principal of such debts or for liquidation 
and settlement of such claims; and the said debts and claims con- 
tinually increase by accretion of interest and are a grievous bur- 
den upon the people of the Dominican Republic and a barrier to 
their improvement and prosperity ; 

And Whereas the Dominican Government has now effected a 
conditional adjustment and settlement of said debts and claims 
under which all its foreign creditors have agreed to accept about 
$12,407,000 for debts and claims amounting to about $21,184,000 
of nominal or face value, and the holders of internal debts or 
claims of about $2,028,258 nominal or face value have agreed to 
accept about $645,827 therefor, and the remaining holders of in- 
ternal debts or claims on the same basis as the assents already 
given will receive about $2,400,000 therefor, which sum the Do- 
minican Government has fixed and determined as the amount which 
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it will pay to such remaining internal debt holders; making the 
total payments under such adjustment and settlement, including 
interest as adjusted and claims not yet Uquidated, amount to not 
more than about $17,000,000. 

And Whereas a part of such plan of settlement is the issue and 
sale of bonds of the Dominican Republic to the amount of 
$20,000,000 bearing five per cent interest payable in fifty years 
and redeemable after ten years at 102^^ and requiring payment of 
at least one per cent per annum for amortization, the proceeds of 
said bonds, together with such funds as are now deposited for the 
benefit of creditors from customs revenues of the Dominican Re- 
public heretofore received, after payment of the expenses of such 
adjustment, to be applied first to the payment of said debts and 
claims as adjusted and second out of the balance remaining to the 
retirement and extinction of certain concessions and harbor 
monopolies which are a burden and hindrance to the commerce of 
the country and third the entire balance still remaining to the con- 
struction of certain railroads and bridges and other public improve- 
ments necessary to the industrial development of the country ; 

And Whereas the whole of said plan is conditioned and depend- 
ent upon the assistance of the United States in the collection of 
customs revenues of the Dominican Republic and the application 
thereof so far as necessary to the interest upon and the amortiza- 
tion and redemption of said bonds, and the Dominican Republic 
has requested the United States to give and the United States is 
willing to give such assistance : 

The Dominican Government represented by its Minister of State 
for Foreign Relations, Emiliano Tejera, and its Minister of State 
for Finance and Commerce, Federico Velasquez H., and the United 
States Government, represented by Thomas C. Dawson, Minister 
Resident and Consul General of the United States to the Do- 
minican Republic, have agreed : 

I. That the President of the United States shall appoint, a Gen- 
eral Receiver of Dominican Customs, who, with such Assistant 
Receivers and other employees of the Receivership as shall be ap- 
pointed by the President of the United States in his discretion, 
shall collect all the customs duties accruing at the several customs 
houses of the Dominican Republic until the payment or retirement 
of any and all bonds issued by the Dominican Government in ac- 
cordance with the plan and under the limitations as to terms and 
amounts hereinbefore recited; and said General Receiver shall 
apply the sums so collected, as follows: 

First, to paying the expenses of the receivership ; second, to the 
payment of interest upon said bonds ; third, to the payment of the 
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annual sums provided for amortization of said bonds including in- 
terest upon all bonds held in sinking fund; fourth, to the purchase 
and cancellation or the retirement and cancellation pursuant to the 
terms thereof of any of said bonds as may be directed by the Do- 
minican Government; fifth, the remainder to be paid to the Do- 
minican Government. 

The method of distributing the current collections of revenue in 
order to accomplish the application thereof as hereinbefore pro- 
vided shall be as follows : 

The expenses of the receivership shall be paid by the Receiver 
as they arise. The allowances to the General Receiver and his 
assistants for the expenses of collecting the revenues shall not ex- 
ceed five per cent unless by agreement between the two Govern- 
ments. 

On the first day of each calendar month the sum of $100,000 
shall be paid over by the Receiver to the Fiscal Agent of the loan, 
and the remaining collection of the last preceding month shall be 
paid over to the Dominican Government, or applied to the sinking 
fund for the purchase or redemption of bonds, as the Dominican 
Government shall direct. 

Provided, that in case the customs revenues collected by the Gen- 
eral Receiver shall in any year exceed the sum of $3,000,000, one 
half of the surplus above such sum of $3,000,000 shall be applied 
to the sinking fund for the redemption of bonds. 

IL The Dominican Government will provide by law for the 
payment of all customs duties to the General Receiver and his 
assistants, and will give to them all needful aid and assistance and 
full protection to the extent of its powers. The Government of 
the United States will give to the General Receiver and his assist- 
ants such protection as it may find to be requisite for the perform- 
ance of their duties. 

III. Until the Dominican Republic has paid the whole amount 
of the bonds of the debt its public debt shall not be increased ex- 
cept by previous agreement between the Dominican Government 
and the United States. A like agreement shall be necessary to 
modify the import duties, it being an indispensable condition for 
the modification of such duties that the Dominican Executive 
demonstrate and that the President of the United States recognize 
that, on the basis of exportations and importations to the like 
amount and the like character during the two years preceding that 
in which it is desired to make such modification, the total net cus- 
toms receipts would at such altered rates of duties have been for 
each of such two years in excess of the sum of $2,000,000 United 
States gold. 
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IV. THe accounts of the General Receiver shall be rendered 
monthly to the Contaduria General of the Dominican Republic and 
to the State Department of the United States and shall be subject 
to examination and verification by the appropriate officers of the 
Dominican and the United States Governments. 

V. This agreement shall take effect after its approval by the 
Senate of the United States and the Congress of the Dominican 
Republic. 

Done in four originals, two being in the English language, and 
two in the Spanish, and the representatives of the high contracting 
parties signing them in the City of Santo Domingo this 8th day of 
February, in the Year of our Lord 1907. 

Thomas C. Dawson 
Emiliano Tejera 
Federico Velazquez H. 
[Signed by Theodore Roosevelt, July 25, 1907.] 
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THE HAITIAN TREATY OF I915 



By the President of the United States of America. 
A PROCLAMATION. 

Whereas a Treaty between the United States of America and 
the Republic of Haiti having for its objects the strengthening of 
the amity existing between the two countries, the remedying of 
the present condition of the revenues and finances of Haiti, the 
maintenance of the tranquillity of that Republic, and the carrying 
out of plans for its economic development and prosperity, was con- 
cluded and signed by their respective Plenipotentiaries at Port-au- 
Prince, on the sixteenth day of September, one thousand nine hun- 
dred and fifteen, the original of which Treaty, being in the English 
and French languages, is word for word as follows : 

treaty between the united states and the republic 

of HAITI 

Preamble 

The United States and the Republic of Haiti desiring to confirm 
and strengthen the amity existing between them by the most 
cordial cooperation in measures for their common advantage; 

And the Republic of Haiti desiring to remedy the present con- 
dition of its revenues and finances, to maintain the tranquillity of 
the Republic, to carry out plans for the economic development and 
prosperity of the Republic and its people; 

And the United States being in full sympathy with all of these 
aims and objects and desiring to contribute in all proper ways 
to their accomplishment; 

The United States and the Republic of Haiti have resolved to 
conclude a Convention with these objects in view, and have ap- 
pointed for that purpose, Plenipotentiaries, 

The President of the United States, Robert Beale Davis, Junior, 
Charge d*Affaires of the United States; 

And the President of the Republic of Haiti, Louis Borno, Secre- 
tary of State for Foreign Affairs and Public Instruction, who, 
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having exhibited to each other their respective powers, which are 
seen to be full in good and true form, have agreed as follows : — 

Article I 

The Government of the United States will, by its good offices, aid 
the Haitian Government in the proper and efficient development 
of its agricultural, mineral and commercial resources and in the 
establishment of the finances of Haiti on a firm and solid basis. 

Article II 

The President of Haiti shall appoint, upon nomination by the 
President of the United States, a General Receiver and such aids 
and employees as may be necessary, who shall collect, receive and 
apply all customs duties on imports and exports accruing at the 
several custom houses and ports of entry of the Republic of Haiti. 

The President of Haiti shall appoint, upon nomination by the 
President of the United States, a Financial Adviser, who shall be 
an officer attached to the Ministry of Finance, to give effect to 
whose proposals and labors the Minister will lend efficient aid. 
The Financial Adviser shall devise an adequate system of public 
accounting, aid in increasing the revenues and adjusting them to 
the expenses, inquire into the validity of the debts of the Re- 
public, enlighten both Governments with reference to all eventual 
debts, recommend improved methods of collecting and applying 
the revenues, and make such other recommendations to the Minister 
of Finance as may be deemed necessary for the welfare and 
prosperity of Haiti. 

Article III 

The Government of the Republic of Haiti will provide by law 
or appropriate decrees for the payment of all customs duties to 
the General Receiver, and will extend to the Receivership, and 
to the Financial Adviser, all needful aid and full protection in the 
execution of the powers conferred and duties imposed herein; and 
the United States on its part will extend like aid and protection. 

Article IV 

Upon the appointment of the Financial Adviser, the Government 
of the Republic of Haiti, in cooperation with the Financial Adviser, 
shall collate, classify, arrange and make full statement of all the 
debts of the Republic, the amounts, character, maturity and con- 
dition thereof, and the interest accruing and the sinking fund 
requisite to their final discharge- 
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Article V 

All sums collected and received by the General Receiver shall 
be applied, first, to the payment of the salaries and allowances of 
the General Receiver, his assistants and employees and expenses 
of the Receivership, including the salary and expenses of the 
Financial Adviser, which salaries will be determined by previous 
agreement; second, to the interest and sinking fund of the public 
debt of the Republic of Haiti; and, third, to the maintenance of 
the constabulary referred to in Article X, and then the remainder 
to the Haitian Government for purposes of current expenses. 

In making these applications the General Receiver will proceed 
to pay salaries and allowances monthly and expenses as they arise, 
and on the first of each calendar month, will set aside in a separate 
fund the quantum of the collection and receipts of the previous 
month. 

Article VI 

The expenses of the Receivership, including salaries and allow- 
ances of the General Receiver, his assistants and employees, and 
the salary and expenses of the Financial Adviser, shall not exceed 
five per centum of the collections and receipts from customs 
duties, unless by agreement by the two Governments. 

Article VII 

The General Receiver shall make monthly reports of all col- 
lections, receipts and disbursements to the appropriate officer of the 
Republic of Haiti and to the Department of State of the United 
States, which reports shall be open to inspection and verification 
at all times by the appropriate authorities of each of the said 
Governments. 

Article VIII 

The Republic of Haiti shall not increase its public debt except by 
previous agreement with the President of the United States, and 
shall not contract any debt or assume any financial obligation 
unless the ordinary revenues of the Republic available for that 
purpose, after defraying the expenses of the Government, shall 
be adequate to pay the interest and provide a sinking fund for the 
final discharge of such debt. 

Article IX 

The Republic of Haiti will not without a previous agreement 
with the President of the United States, modify the customs duties 
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in a manner to reduce the revenues therefrom; and in order that 
the revenues of the Republic may be adequate to meet the public 
debt and the expenses of the Government, to preserve tranquillity 
and to promote material prosperity, the Republic of Haiti will co- 
operate with the Financial Adviser in his recommendations for im- 
provement in the methods of collecting and disbursing the revenues 
and for new sources of needed income. 



Article X 

The Haitian Government obligates itself, for the preservation 
of domestic peace, the security of individual rights and full ob- 
servance of the provisions of this treaty, to create without delay 
an efficient constabulary, urban and rural, composed of native 
Haitians. This constabulary shall be organized and officered by 
Americans, appointed by the President of Haiti, upon nomination 
by the President of the United States. The Haitian Government 
shall clothe these officers with the proper and necessary authority 
and uphold them in the performance of their functions. These 
officers will be replaced by Haitians as they, by examination, con- 
ducted under direction of a board selected by the senior American 
officer of this constabulary and in the presence of a representative 
of the Haitian Government, are found to be qualified to assume 
such duties. The constabulary herein provided for, shall, under 
the direction of the Haitian Government, have supervision and 
control of arms and ammunition, military supplies, and traffic 
therein, throughout the country. The high contracting parties 
agree that the stipulations in this Article are necessary to prevent 
factional strife and disturbances. 

Article XI 

The Government of Haiti agrees not to surrender any of the 
territory of the Republic of Haiti by sale, lease, or otherwise, 
or jurisdiction over such territory, to any foreign government or 
power, nor to enter into any treaty or contract with any foreign 
power or powers that will impair or tend to impair the independ- 
ence of Haiti. 

Article XII 

The Haitian Government agrees to execute with the United 
States a protocol for the settlement, by arbitration or otherwise, of 
all pending pecuniary claims of foreign corporations, companies, 
citizens or subjects against Haiti. 
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Article XIII 

The Republic of Haiti, being desirous to further the develop- 
ment of its natural resources, agrees to undertake and execute 
such measures as in the opinion of the high contracting parties 
may be necessary for the sanitation and public improvement of 
the Republic, under the supervision and direction of an engineer 
or engineers, to be appointed by the President of Haiti upon nomi- 
nation by the President of the United States, and authorized for 
that purpose by the Government of Haiti. 

Article XIV 

The high contracting parties shall have authority to take such 
steps as may be necessary to insure the complete attainment o£ 
any of the objects comprehended in this treaty; and, should the 
necessity occur, the United States will lend an efficient aid for the 
preservation of Haitian Independence and the maintenance of a 
government adequate for the protection of life, property and indi- 
vidual liberty. 

Article XV 

The present treaty shall be approved and ratified by the high 
contracting parties in conformity vi^ith their respective laws, and 
the ratifications thereof shall be exchanged in the City of Washing- 
ton as soon as may be possible. 

Article XVI 

The present treaty shall remain in full force and virtue for the 
term of ten years, to be counted from the day of exchange of 
ratifications, and further for another term of ten years if, for 
specific reasons presented by either of the high contracting parties, 
the purpose of this treaty has not been fully accomplished. 

In faith whereof, the respective Plenipotentiaries have signed the 
present Convention in duplicate, in the English and French lan- 
guages, and have thereunto affixed their seals. 

Done at Port-au-Prince, Haiti, the i6th day of September in the 
year of our Lord one thousand nine hundred and fifteen. 

Robert Beale Davis, Jr. [seal] 
Charge d' Affaires of the United States 

Louis Borno [seal] 
Secretaire d'Etat des Relations Exte- 
rieures et de VInstruction PMique, 
[Signed by Woodrow Wilson, May 3, 1916] 
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THE NICARAGUAN TREATY OF I916 



By the President of the United States of America, 
A PROCLAMATION. 

Whereas a Convention between the United States of America 
and the Republic of Nicaragua granting to the United States the 
exclusive proprietary rights for the construction and operation of 
an interoceanic canal by a Nicaraguan route, the lease of certain 
islands, and the right to establish a naval base on the Gulf of 
Fonseca, was concluded and signed by their respective Plenipo- 
tentiaries at Washington, on the fifth day of August, one thousand 
nine hundred and fourteen, the original of which Convention, 
being in the English and Spanish languages is, as amended by 
the Senate of the United States, word for word as follows : 

The Government of the United States of America and the 
Government of Nicaragua being animated by the desire to 
strengthen their ancient and cordial friendship by the most sincere 
cooperation for all purposes of their mutual advantage and inter- 
est and to provide for the possible future construction of an inter- 
oceanic ship canal by way of the San Juan River and the great 
Lake of Nicaragua, or by any route over Nicaraguan territory, 
whenever the construction of such canal shall be deemed by the 
Government of the United States conducive to the interests of 
both countries, and the Government of Nicaragua wishing to 
facilitate in every way possible the successful maintenance and 
operation of the Panama Canal, the two Governments have re- 
solved to conclude a Convention to these ends, and have accord- 
ingly appointed as their plenipotentiaries: 

The President of the United States, the Honorable William 
Jennings Bryan, Secretary of State; and 

The President of Nicaragua, Senor General Don Emiliano 
Chamorro, Envoy Extraordinary and Minister Plenipotentiary of 
Nicaragua to the United States ; 

Who, having exhibited to each other their respective full powers, 
found to be in good and due form, have agreed upon and con- 
cluded the following articles : 
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Article I 

The Government of Nicaragua grants in perpetuity to the Gov- 
ernment of the United States, forever free from all taxation or 
other public charge, the exclusive proprietary rights necessary and 
convenient for the construction, operation and maintenance of an 
interoceanic canal by way of the San Juan River and the great 
Lake of Nicaragua or by way of any route over Nicaraguan terri- 
tory, the details of the terms upon which such canal shall be con- 
structed, operated and maintained to be agreed to by the two gov- 
ernments whenever the Government of the United States shall 
notify the Government of Nicaragua of its desire or intention to 
construct such canal. 

Article II 

To enable the Government of the United States to protect the 
Panama Canal and the proprietary rights granted to the Govern- 
ment of the United States by the foregoing article, and also to 
enable the Government of the United States to take any measure 
necessary to the ends contemplated herein, the Government of 
Nicaragua hereby leases for a term of ninety-nine years to the 
Government of the United States the islands in the Caribbean Sea 
known as Great Corn Island and Little Corn Island ; and the Gov- 
ernment of Nicaragua further grants to the Government of the 
United States for a like period of ninety-nine years the right to 
establish, operate and maintain a naval base at such place on the 
territory of Nicaragua bordering upon the Gulf of Fonseca as the 
Government of the United States may select. The Government 
of the United States shall have the option of renewing for a 
further term of ninety-nine years the above leases and grants 
upon the expiration of their respective terms, it being expressly 
agreed that the territory hereby leased and the naval base which 
may be maintained under the grant aforesaid shall be subject ex- 
clusively to the laws and sovereign authority of the United States 
during the terms of such lease and grant and of any renewal or 
renewals thereof. 

Article III 

In consideration of the foregoing stipulations and for the pur- 
poses contemplated by this Convention and for the purpose of re- 
ducing the present indebtedness of Nicaragua, the Government of 
the United States shall, upon the date of the exchange of ratifica- 
tion of this Convention, pay for the benefit of the Republic of 
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Nicaragua the sum of three million dollars United States gold coin, 
of the present weight and fineness, to be deposited to the order 
of the Government of Nicaragua in such bank or banks or with 
such banking corporation as the Government of the United States 
may determine, to be applied by Nicaragua upon its indebtedness 
or other public purposes for the advancement of the welfare of 
Nicaragua in a manner to be determined by the two High Con- 
tracting Parties, all such disbursements to be made by orders drawn 
by the Minister of Finance of the Republic of Nicaragua and ap- 
proved by the Secretary of State of the United States or by such 
person as he may designate. 

Article IV 

This Convention shall be ratified by the High Contracting Parties 
in accordance with their respective laws, and the ratifications 
thereof shall be exchanged at Washington as soon as possible. 

In witness whereof the respective plenipotentiaries have signed 
the present treaty and have affixed thereunto their seals. 

Done at Washington, in duplicate, in the English and Spanish 
languages, on the 5th day of August, in the year nineteen hundred 
and fourteen. 

William Jennings Bryan [seal.] 
Emiliano Chamorro [seal.] 

And whereas, the advice and consent of the Senate of the United 
States to the ratification of the said Convention was given with the 
following proviso: "Provided, That, whereas, Costa Rica, Salva- 
dor and Honduras have protested against the ratification of the 
said Convention in the fear or belief that said Convention might 
in some respect impair existing rights of said States; therefore, 
it is declared by the Senate that in advising and consenting to the 
ratification of the said Convention as amended such advice and 
consent are given with the understanding, to be expressed as a 
part of the instrument of ratification, that nothing in said Conven- 
tion is intended to affect any existing right of any of the said 
named States ;" 

And whereas, the said understanding has been accepted by the 
Government of Nicaragua ; 

And whereas, the said Convention, as amended by the Senate of 
the United States, has been duly ratified on both parts, and the 
ratifications of the two governments were exchanged in the City 
of Washington, on the twenty-second day of June, one thousand 
nine hundred and sixteen; 

[Signed by Woodrow Wilson. Tune 24, iQi6.1 
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THE BROWN BROTHERS CONTRACT WITH THE REPUBLIC OF 
NICARAGUA, I92O 

(Excerpts made from the full contract. Omitted sections con- 
tain detailed agreement regarding form of bonds, method of re- 
placing, drawing and retiring bonds, etc.) 

REPUBLIC OF NICARAGUA 

and 

CENTRAL UNION TRUST COMPANY 
OF NEW YORK 

and 

BROWN BROTHERS AND COMPANY AND J. AND W. SELIGMAN 
AND COMPANY 



Bond Trust and Fiscal Agency Contract 



Dated: October 5, 1920 

As modified by the ratifying Act passed by the Nicaraguan Con- 
gress on December 6, 1920, and promulgated by Executive Decree 
on December 7, 1920. 

BOND TRUST AND FISCAL AGENCY CONTRACT 

Contract made at the City of New York, this fifth day of 
October, nineteen hundred and twenty, between the REPUBLIC 
OF NICARAGUA (hereinafter called the ^'Republic"), party of 
the first part; CENTRAL UNION TRUST COMPANY OF 
NEW YORK, a corporation organized under the laws of the State 
of New York (hereinafter called the ^'Trustee"), party of the 
second part; and BROWN BROTHERS AND CO. and J. & W. 
SELIGMAN & CO., copartnerships doing business in the City of 
New York (who, acting together, are hereinafter called the "Fiscal 
Agent"), parties of the third part; 

WHEREAS, the Republic desires to obtain a Loan for the pur- 
pose 
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(a) Of aiding in the construction and equipment of a railroad 
to connect the Lake of Nicaragua with the Atlantic Coast at 
Monkey Point (hereinafter referred to as the "Atlantic Rail- 
road") ; and 

(b) Of refunding a part of the Republic's outstanding indebted- 
ness and for other purposes; and 

WHEREAS, in order to carry out the above purposes, the Re- 
public proposes to create and issue its Bonds to the aggregate 
principal amount of nine million dollars ($9,000,000), United 
States gold, to be secured under this Contract and as hereinafter 
stated; and 

WHEREAS, the Republic desires the Central Union Trust Com- 
pany, of New York, to act as Trustee under this Contract, and as 
Transfer Agent of such Bonds; and desires Brown Brothers & 
Co. and J. & W. Seligman & Co. to act jointly as Fiscal Agent of 
the Republic in respect of the proposed Loan, with the powers 
and duties hereinafter prescribed: 

Now, THEREFORE, in consideration of the premises and of 
the mutual covenants and undertakings hereinafter contained, the 
parties hereto covenant and agree to and with each other as 
follows : 

Article First 

the bonds 

Section i. The Republic shall issue its Bonds to the aggregate 
principal amount of nine million dollars ($9,000,000), United States 
gold, which shall be designated and known as the "Seven per 
cent. 15-Year Sinking Fund Gold Bonds of the Republic of Nica- 
ragua," herein, for brevity, called the "Bonds of 1920" or the 
"Bonds." The total amount of Bonds to be issued shall not exceed 
the principal sum of nine million dollars ($9,000,000) 

Section 4. The Bonds, both as to the principal and interest, 
shall be payable at the office of the Fiscal Agent in the City of 
New York; except that the Bonds payable in Pounds Sterling, if 
so issued, may be payable in London 

The text of each Bond and Coupon may be either in English or 
in both the English and Spanish languages, as the Fiscal Agent may 
determine, but in each and every case the English text shall gov- 
ern The printing and engraving of both the temporary 

and definitive Bonds shall be under the direction of the Fiscal 
Agent 

Section 12. The Loan represented by the proposed Bonds shall 
constitute and is hereby declared to be a direct liability and obli- 
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gation to the Republic irrespective of any security provided here- 
under; and the Republic hereby pledges its faith and credit for 
the due and punctual payment of the principal and interest of the 
Loan and of all amounts required for or incident to the service 
of the Loan, and for the performance of all the undertakings 
herein contained on its part to be performed. 

Section 13. The expenses of printing and engraving the provi- 
sional and definitive Bonds, the cost involved in the listing of those 
Bonds on the Exchanges, the cost of such foreign stamp taxes 
as may be incurred on the issue, including any taxes which may 
be payable in the United States, the compensation and expenses of 
the Trustee for authenticating the Bonds, and the shipping and 
insurance expenses, if any, shall be paid by the Bankers for account 
of the Republic out of the moneys to be provided in accordance 
with subdivision (2) of Section i of Article Second of the 
Financial Plan of 1920. 

Section 14. The Bonds shall always be exempt both as to prin- 
cipal and interest, from any and all imposts, contributions or other 
taxes now or hereafter levied or collected by or in the Republic, 
whether they be on said Bonds, the income derived therefrom or 
on the holder thereof; and whether the latter be a Nicaraguan 
citizen or a citizen of a State friendly or hostile to the Republic 
of Nicaragua. The Republic shall furthermore pay and discharge 
any and all imposts or other taxes now leviable or collectible, or 
which may hereafter be levied or collected, on said Bonds by the 
Republic or by any political authority within the Republic ; whether 
such impost or tax be on said Bonds, the income derived there- 
from, or on the holder thereof; and whether the latter by a Nica- 
raguan citizen or a citizen of a State friendly or hostile to the 
Republic of Nicaragua. 

All stamp or other duties and taxes to which this Contract and 
all other documents, whether public or private, and whether exe- 
cuted in the Republic of Nicaragua or in the United States of 
America under the terms of this Contract, or in execution thereof, 
may be subject, as well as all notarial, registry and other 
expenses connected with the execution and recording of said in- 
struments, shall be paid by the Republic out of the portion of its 
Surplus Revenues available for public works and other expen- 
ses .. . 

Article Second 

security 

Section I. The principal and interest of the Bonds, the instal- 
ments of the Sinking Fund hereinafter provided for, and all other 
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amounts required for or incident to the service of the Loan, as 
also the performance by the Republic of all of its obligations un- 
der this Contract, shall be secured as follows: 

(a) By a lien and charge, hereby constituted, upon all customs 
duties receivable by or for the Republic on and after the date of 
the Bonds to be issued hereunder, whether such customs duties be 
imposed upon exports or imports, subject only to the prior liens 
referred to in subdivisions (i) to (4) inclusive of Section i of 
Article Second of the Financial Plan of 1920, and excepting from 
said lien and charge that portion of the customs revenues known 
as the ''12;^% Surtax." 

(b) By a first pledge of such of the Republic's bonds of 1909 as 
may be acquired by the Republic, or for its account, under 
the terms of an Agreement bearing even date herewith between 
the Republic and Brown Brothers & Co. and J. & W. Seligman & 
Co. (hereinafter referred to as "Bankers Agreement of 1920"), 
which Bonds the Republic will deposit or cause to be deposited 
with the Trustee as and when so acquired; 

(c) By a mortgage and lien upon all the property and earnings 
of the Ferrocarril del Pacifico de Nicaragua, including its fran- 
chises, concessions, equipment and other appurtenances, subject 
only to a prior mortgage and lien thereon in favor of the Treasury 
Bills, Series A, as set forth in the Treasury Bills, Series A, Trust 
and Fiscal Agency contract bearing even date herewith. In order 
that said mortgage and lien may be duly constituted, the Republic, 
as soon as it shall have acquired all of the stock of the Ferrocarril 
del Pacifico de Nicaragua, as provided in the Bankers Agreement 
of 1920, and in any event on or before December 15, 1920, shall 
cause that company to execute and duly record in favor of the 
Trustee, a mortgage in form satisfactory to the Trustee and deliver 
to the Trustee a duly certified copy thereof. 

It shall be provided in said mortgage that, so long as any of 
the Treasury Bills of 1920, Series A or Series B, referred to in 
the Bankers Agreement of 1920, shall be outstanding, and until the 
completion of the proposed Atlantic Railroad, the earnings of the 
Ferrocarril del Pacifico de Nicaragua (after setting aside for bet- 
terments and improvements such sum as the Railroad Commission 
referred to in the Bankers Agreement of 1920 may determine, and 
after setting aside from any dividends declared the sum of 12,500 
cardobas semi-annually, or such portion thereof as may be neces- 
sary to pay for transportation services rendered to the Republic 
by the Ferrocarril del Pacifico de Nicaragua), shall, either di- 
rectly or as dividends, be devoted first, to the payment of the 
principal and interest of Treasury Bills, Series A, and thereafter 
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to the payment of principal and interest of Treasury Bills, Series 
B, and /or to the construction of said proposed Atlantic Railroad; 
but it shall also be provided in said mortgage that the right to 
utilize said earnings for the retirement of Treasury Bills, Series 
B, and /or said railroad construction shall be subject to the prior 
lien in favor of the Republic's Bonds of 1920 if the customs reve- 
nues shall be insufficient to meet the charges on the loan repre- 
sented by those Bonds, it being the intention that said customs 
revenues shall be primarily liable to meet those charges. 

(d) By a first mortgage and lien upon all the property and 
earnings of the Atlantic Railroad, as and when constructed includ- 
ing its franchises, concessions, equipment and other appurtenances. 

(e) By mortgages upon all improvements, extensions, additions 
and equipments which may hereafter be made on or added to 
the existing Pacific Railroad, subject only as to the former to 
prior mortgages and liens in favor of Treasury Bills, Series A. 

For the purpose of making the securities provided in this para- 
graph and paragraphs (c) and (d) above more effective, and so 
long as such securities shall exist, the Republic shall be obliged 
to maintain in full force, the provisions of Article I of Law of 
November 29, 1920, which provides: "Property devoted to a 
service which cannot be paralyzed without prejudice to the public, 
such as railroads, tramways or municipal light, drinking water or 
draining enterprises, etc., may be attached but the attachment shall 
not interfere with the continuance of the functioning of said 
service." ^ 

(f) By a pledge of the entire capital stock of the Ferrocarril 
del Pacifico de Nicaragua, or its successor, subject to the prior 
rights of the Treasury Bills, Series A, and by a pledge of the entire 
capital stock of the Ferrocarril del Atlantico de Nicaragua 

Section 2. In order to fully protect the value of the various 
mortgages, liens and pledges mentioned in Section i above, the 
Republic hereby reaffirms the provisions of Section 3 of Article 
Seventh of the Concession granted by the Republic to the Ferro- 
carril del Pacifico de Nicaragua, dated June 19, 19 12, whereby 
the Republic agreed that it would under no pretext grant conces- 
sions to construct any other railroad, to other persons or companies, 
within a zone of twenty miles on each side of the company's lines, 
without the company's consent. In compliance with said provi- 
sion, the Republic hereby agrees that a concession recently solicited 

lAs modified by the ratifying Act passed by the Nicaraguan Con- 
gress on Dec. 6, 1920, and promulgated by Executive Decree of Dec. 
7, 1920. 
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by one Keilhauer to construct a railway from Chinartdega to the 
Gulf of Fonseca via El Vie jo will be refused. 

Section 3. The Annual Budget of the RepubUc shall be paid 
as provided in the Financial Plan of 1920, a copy of which marked 
"Schedule D" is annexed to and forms a part of the Bankers 
Agreement of 1920; and the liens at present existing or created 
hereunder and simultaneously herewith on the Customs Revenues, 
Internal Revenues and other internal taxes of the Republic, and 
upon the 12J/2 per cent Customs Surtax in favor of the Guaranteed 
Customs Bonds of the Republic shall continue in effect ; but, except 
for the charge of said Annual Budget, and except for said liens, 
the Customs revenues. Customs surtax, the Internal Revenues, and 
all other taxes of the Republic shall, so long as any of the Re- 
public's Bonds of 1920 shall be outstanding, be and continue free 
and clear of all liens, charges or encumbrances; and no such 
liens, charges or encumbrances shall be placed thereon except with 
the consent of the High Commission and of the Secretary of 
State of the United States ; and even then only in case that a prefer- 
ential lien upon such revenues and taxes shall first be created in 
favor first of the Treasury Bills, Series A, and second, of the 
Bonds of 1920. The Republic accordingly covenants not to permit 
any liens or charges to be placed on such revenues so long as any 
of its Bonds of 1920 are outstanding, except as aforesaid. If, at 
any time, the Customs revenues and the dividends of the Ferro- 
carril del Pacifico de Nicaragua, or of its successor, and of the 
proposed Ferrocarril del Atlantico de Nicaragua, should be insuf- 
ficient to meet the service of the 1920 Bonds, any sum which may 
be required to make up the deficit shall be provided by the Re- 
public out of such of its Surplus Revenues as are not subject to 
prior charges. 

Article Third 
collection of customs 

Except as may otherwise be expressly provided under the Fi- 
nancial Plan of 1920, the Customs duties of the Republic shall 
continue to be collected and administered by the Collector General 
of Customs in manner and form as provided in Agreement dated 
September i, 191 1, between the Republic of Nicaragua and Brown 
Brothers & Co. and J. & W. Seligman & Co. ; and such collection 
and administration shall continue until the payment in full of the 
Loan represented by the Republic's Bonds of 1920 and until the 
full discharge of all the obligations of the Republic under this 
Contract 
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Article Fifth 
expenses and compensation of fiscal agent and 

TRUSTEE 

At the end of each six months during the life of this Contract, 
on the written request of the Trustee and of the Fiscal Agent 
respectively made to Brown Brothers & Co. and J. & W. Selig- 
man & Co. as Bankers under the Financial Plan of 1920, and as 
Fiscal Agent of the Republic, there shall be paid to them re- 
spectively out of the moneys to be provided under subdivision (2) 
of Section i of Article Second of said Financial Plan, all expenses 
incurred by them or either of them in good faith in the service 
of the Loan, or in the performance of any duty imposed upon 
them, or either of them, under this Contract, and also such further 
amounts as either of them shall estimate may be required by them 
respectively to meet all expenses reasonably incident to the imme- 
diate further service of the Loan, or to the discharge of said 
duties, which expenses shall be paid by the Bankers out of said 
moneys against proper vouchers. The reasonable and customary 
compensation of the Trustee and of the Fiscal Agent for all serv- 
ices rendered by them or either of them hereunder shall likewise 
be paid by the Bankers out of said expense fund at the end of 
each six months during the life of this Contract 

Article Seventh 

enforcement of pledge of railroad stock upon default 

In case default shall be made in the payment of any bond or 
default shall be made in the due performance of any of the other 
covenants of the Republic hereunder, and such last mentioned 
default shall continue for a period of thirty (30) days after 
written notice thereof and demand of performance, the Trustee 
may and, if thereunto requested by the holders of a majority in 
amount of the Bonds issued and outstanding hereunder, and if 
indemnified to its satisfaction for its costs and expenses in so 
doing, shall proceed to sell the shares then held by it hereunder. 



Article Eighth 

concerning the trustee and the fiscal agent 

Section i. The Republic hereby appoints Central Union Trust 
Co. of New York, Trustee for the Bondholders and Transfer 
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Agents of the Bonds, and hereby appoint Brown Brothers and 
Co. and J. & W. Seligman & Co., jointly, Fiscal Agent of 
the Republic hereunder, in the United States of America and in 
Europe, with full power to appoint agents, in the United States 
and in Europe or elsewhere, to act for it in respect hereof; and 
the Central Union Trust Co. of New York and Brown Brothers 
& Co. and J. & W. Seligman & Co., respectively, accept 
such appointments. The Republic covenants that, during the life 
of the Bonds, the Republic will at all times maintain in the City 
of New York, United States of America, a Fiscal Agency, and 
also a Transfer Agency of the Bonds, and any successor to the 
Central Union Trust Company of New York, as Trustees, shall 
always be a trust company organized under the laws of the State 
of New York and carrying on business in the Borough of Man- 
hattan, in said city, and having a capital and surplus aggregating 
at least two million dollars. 

Section 2. The Trustee and the Fiscal Agent, respectively, in 
the execution of the trusts and duties incumbent upon them here- 
under shall be under full legal liability except as in this Contract 
provided. They respectively may at any time, instead of acting 
personally, employ and appoint such agent or agents, and attorney 
or attorneys, as they may deem desirable. 

Section 3. Neither the Trustee nor the Fiscal Agent shall be 
answerable for the default or misconduct of any agent, attorney, 
bank or banker appointed or selected by them or either of them 
in pursuance hereof, if such agent, attorney, bank or banker shall 
have been selected with reasonable care ; or for anything whatever 
in connection with this trust, except for their own wilful mis- 
conduct. 

Section 4. The Trustee and the Fiscal Agent, or either of them, 
may at any time, and from time to time, take such steps as they 
may deem proper for the enforcement of the provisions hereof 
and for the protection of the rights of the Bondholders hereunder. 



Article Tenth 

general provisions 

Section 4. In case any controversy, question, dispute or diffi- 
culty whatsoever shall arise regarding the interpretation, perform- 
ance or otherwise in connection with this agreement, such 
controversy, question, dispute or difficulty so arising shall, unless 
otherwise provided in this Contract or in the Financial Plan of 
1920, immediately be referred by any of the parties hereto to the 
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Secretary of State of the United States for determination, decision 
and award and any such determination, decision and award when 
made after such reference shall be accepted by the parties hereto 
as final and conclusive. 

Section 5. This Contract has been submitted to the Secretary 
of State of the United States who perceives no objection thereto 
from the standpoint of the Department of State of the United 
States. Within 10 days after the ratification of this Contract by 
the Executive and the Congress of the Republic, the Republic 
shall file with the Department of State of the United States of 
America an original executed counterpart of this contract. 

Section 6.^ This Contract shall take effect and become opera- 
tive when ratified and approved by the Executive and Congress 
of the Republic. 

IN WITNESS WHEREOF, the REPUBLIC OF NICA- 
RAGUA has caused this Contract to be subscribed on its behalf 
by Senor Don Octaviano Cesar, Minister of Finance and Financial 
Agent of the Republic of Nicaragua; the CENTRAL UNION 
TRUST COMPANY OF NEW YORK has caused this Contract 
to be subscribed in its name by one of its Vice-Presidents, and 
its corporate seal to be hereunto affixed and attested by one of its 
Assistant Secretaries ; and said BROWN BROTHERS & CO. and 
said J. & W. SELIGMAN & CO. have hereunto set their hands 
and seals the day and year first above written. 

This contract is executed in quadruplicate. 

Octaviano Cesar 
Minister of Finance and Financial Agent of 
the Republic of Nicaragua 
Central Union Trust Company of New York 
By F. J. Fuller 

(Corporate Seal) Vice-President 

Attest : 
C. P. Stallknecht 

Assistant Secretary 

Brown Brothers & Co. (L.S.) 
J. & W. Seligman & Co. (L.S.) 

^As modified by the ratifying Act passed by the Nicaraguan Con- 
gress on Dec. 6, 1920 and promulgated by Executive Decree of 
Dec. 7, 1920. 
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